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INTEREST-RATES AND THE PACE OF INVESTMENT 


Ir was until recent years an accepted doctrine that changes 
of interest-rates powerfully influence the pace at which enter- 
prisers, all taken together, extend or improve their equipment. 
But this opinion has lately been challenged by the testimony of 
enterprisers themselves, given in response to systematic enquiry. 
Some simple developments of theory can, I think, resolve the 
apparent contradiction, and this it is the purpose of this article 
to attempt. 

The rationale of the doctrine is simple. A piece of equip- 
ment is bought because the buyer hopes that its use will at some 
future time bring in sums of money exceeding those which he 
will have concurrently to pay out in order to use the equipment, 
and that the net amounts by which the gross receipts exceed the 
associated outgoings will together be rather more than equal, 
when allowance has been made for their futurity, and for his 
doubt as to the correctness of his estimate of their size, to the 
immediate purchase price of the equipment. Let 2 years be the 
futurity of one such net amount or “ net return ”’ whose size he 
estimates as c; and let 100 r per cent. per annum be the rate of 
interest which can be had and must be paid on cash now lent 
for x years, where due payment of interest and principal is 
treated as certain. Then the equivalent in spot cash of a sum 
due in x years, if its size were known exactly and for certain to 
be c, would be P = c(1 + 7r)-* =ce-**. But in fact c is only an 
estimate or conjecture, and in order to allow for his doubt of its 
correctness the enterpriser must multiply it by a second coeffi- 
cient. This doubt will differ in degree for different values of z, 
and the second coefficient must therefore be written s = s(x). 
Thus the equivalent of c in cash free from doubt or deferment will 
be p = cs(x)e**. Since the enterpriser need not run his plant 
at a loss, we can assume that c is non-negative for all x, and if 
we assume also that p stands at one and the same level for all z, 
we have for the value he sets on an instrument which he has in 
mind to buy 


v= | * c(a)a(a)e-*de. 
0 
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c(z) may be looked upon, if we will, as that specific guess or 
estimate (regarding the size of the net return whose futurity is x) 
which has more to be said for it than any other guess in the light 
of the enterpriser’s existing knowledge; this estimated size is then 
multiplied by a coefficient s(x), which will usually be less than 
unity, to bring into the reckoning the enterpriser’s awareness of 
the insufficiency of his knowledge. The distinction between 
these two influences on the size of the sum of money which, if it 
could be looked forward to with certainty, would be equivalent 
in the enterpriser’s mind to his misty prospect of the net return 
which the instrument will yield at a date x years hence, is 
blurred and imprecise. Under which heading, for example, are 
we to put his general awareness of the inventiveness of mankind, 
which, though no smallest sign may yet appear of any invention 
which would render the proposed investment obsolete, yet warns 
him that this obsolescence is possible or even likely? It is on 
such ground as this that I prefer an altogether different con- 
struction, for which, however, I have not yet been able to obtain 
sufficient critical attention to justify its use here. 

One further matter must detain us for a moment. We have 
spoken, by implication, of the coefficient e-°*, by which each net 
return c(z) is to be multiplied, as an allowance for “ futurity.” 
Below we shall sometimes call this allowance “‘ time-discounting ” 
and refer to p as the rate of “ pure” interest. These phrases 
mean no more than that, because interest greater than zero can 
be obtained on loans which are regarded as free from risk of 
default, a future sum c is the equivalent of a present sum smaller 
than c, when the due receipt of both is wndoubted. Since this 
reason for discounting given future sums is entirely independent 
of any question of doubt concerning the size of such sums, we 
need a term to distinguish the former reason, and accordingly use 
the phrases we have mentioned. Interest on loans free from 
risk of default is compensation for sacrifice of liquidity; com- 
pensation, that is to say, for accepting the possibility that the 
market value of the “ paper” received as evidence of the loan 
will fall, not through any fear of default, but through a change 
in the terms on which loans can be obtained. This is a risk of 
a sort entirely different from that concerning the eventual size 
of payments to be received in the future; and it is a matter 
with which we are not concerned, for our problem concerns the 
effects, and not the causes, of pure interest-rates. 

Let wu be the purchase price of an instrument of the kind the 
enterpriser has it in mind to buy, and y, which we will treat as 
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continuously variable, be the quantity of such instruments 
ordered by all enterprisers in a unit of time. Then the con- 
ditions of production of such instruments being given, we have 
u = u(y), and the pace of investment in instruments of this 
type, before allowance is made for concurrent depreciation of 
those already in existence, is z= uy per unit of time. On 
account of their differing beliefs about the course of its future 
net returns (the form of c = c(x)), different enterprisers at any 
one time will assign different values to such an instrument. If 
these different valuations are arranged in descending sequence, it 
can plausibly be suggested that the orders placed for such instru- 
ments in any one unit of time will go just so far down this list 
that the price uw, which will be higher the larger the number y of 
orders concurrently placed, is just equal to the least sanguine 
valuation which actually yields an order. Let us then mean by 
v the least sanguine of current valuations which actually results 
in an order, and accordingly assume that at all times u = v. 
We can then write y = y(v). We are now concerned with three 
elasticities : 





that of v with respect to p, namely 7,, -= - 

that of y with respect to u = v, namely n,, = o 7 

that of z = uy = vy with respect to p, namely 
_ dp _ Avy) p 
~dpz dp vy 

We have : 
d(vy) p _(dv, , dy\p _dvp , dyp 
dp vy =(qY ta” vf dbo dpy Np + yp 
_ dup , dyv dvp 


~ dpv T dey’ Sg = Nop(1 + Ty). 


If we prefer to define the pace of gross investment in instruments 
of a given kind as the quantity of them produced in a unit of time, 
rather than as the money-value of this quantity—that is to say, 
as y rather than as wy—then we have 


_dyp _dyv dup _ 
Nye ~dpy dvydpv = Tyo Nep- 
Thus under our assumptions the elasticity, with respect to the 
interest-rate, of the pace of gross investment in a given kind of 
instrument, whichever of the two definitions of this pace we adopt, 
is directly proportional to the elasticity, with respect to the 
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interest-rate, of the least sanguine current valuation of such 
instruments which yields a decision to invest. Since, as we 
shall immediately show, a fall in the interest-rate will raise all 
valuations, some of which were previously extra-marginal—that 
is, lower down the list than the least sanguine one which yielded an 
order—may be raised above the margin, and the pace of gross 
investment in instruments of this type will thus be increased. 
Since the same will be true of instruments of all kinds, a fall in 
the rate of interest, not counteracted by any simultaneous other 
change, must be expected to increase the pace of gross invest- 
ment in the system as a whole, and, if the only concurrent increase 
in the pace of depreciation of the whole existing capital equipment 
of the system is that arising from the increase of gross investment, 
there will also result an increase in the pace of net investment. 
It remains, in order to establish a presumption in favour of the 
doctrine that interest-rates influence the pace of investment, to 
show that they influence the values which are set on equipment. 
Let us suppose at first that an enterpriser treats the net amounts 
which will be earned by some instrument which he has it in mind 
to buy as known exactly and for certain; and see how under 
various assumptions as to the distribution over future time of 
these net amounts, the value which he sets upon the instrument 
will vary when the interest-rate is varied. 

The simplest of these assumptions is that the instrument will 
yield its entire net return C at a single instant of a known futurity 
of x years. Then its value will be v = Ce-?, and the propor- 
tionate change in this value due to a given proportionate change 
in p is P 

vp 
oo 

This elasticity increases numerically in direct proportion to the 
futurity 2 of the net return, and the proportion in question is 
itself equal to the interest-rate. In so far, therefore, as the 
expected net returns from a capital instrument are concentrated 
near some one future date, its value will be more sensitive to given 
proportionate changes in the interest-rate, the more distant the 
date, and the higher the interest-rate itself. A rather more 
realistic assumption is that the instrument will yield returns, net 
of all running expense including that for repairs and renewals 
sufficient to maintain it in perfect condition, at a constant time- 
rate for ever. Then if this time-rate is c we have : 


ss c 
v= c| edz =-, 
-0 p 
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so that if a new level of the interest-rate is : times the old one, 
the new value of the instrument will be k times the old one. 
Could we, for example, reduce the appropriate interest-rate from 
3% per annum to 2% per annum, the value of an instrument 
expected to yield uniform net returns in perpetuity would be 


multiplied by 4 raised, that is to say, from 33 c approximately, 


or “33 years’ purchase,” to 50 c, or “‘ fifty years’ purchase.”’ The 
supply-curve y(u) of such instruments would have to be extremely 
inelastic (a condition quite the opposite of that which prevails in 
a slump) if such a rise of value were not to result in a large pro- 
portionate rise in the number of such instruments produced in a 
unit of time. For small changes we can express the matter in 








or dv c dv 
terms of elasticities. We have —- = — - and», == P——1., 
dp p dp' v 
The elasticity of the quantity of the instruments produced in a 
TaBLE I 
| | 
AY tor fs & Se for 4 A? for 
L | % Uy" Pr 0" P 
Ap=0-03-0-04. Ap=0-02-0-03. Ap=0-03-0-04. | Ap=0-02-0-03. 

1. 2. 3. 4. 
5 0-025 0-025 0-10 0-08 
10 0-048 0-049 0-19 0-15 
20 0-092 0-096 0-37 0-29 
40 0-167 0-182 0-67 0-55 
80 0-264 0-316 1-06 0-95 

















unit of time with respect to the interest-rate is yy. = ny Nu 
Even, then, if yy, the elasticity of supply, is no more than + 1, 


a given small proportionate change ve in the rate of interest will 


produce an equal proportionate change, of opposite sign, in the 
pace of price-deflated gross investment in the instruments. 

The most realistic simple assumption is, however, that the 
instrument is expected to yield uniform net returns for some 
finite number of years and then be abandoned. If the expected 
useful life is Z we have : 


.= cf e- dx = “(1 — er). 
/0 P 
In the accompanying table (Table I) column 1 shows & , where 
1 
Av is the difference v, — v, produced in v by a change from 
p = 4% per annum to p = 3% per annum, v, corresponds to the 
first and v, to the second of these values of p, and the useful life 
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L is taken successively at 5, 10, 20, 40, and 80 years. Column 
2 shows the same for an interest-rate changing from 3% to 2% 


per annum. Column 3 shows the quasi-elasticities a ee, where 
1 1 


Ap = p2 — Pi, Pi = 4% per annum, p, = 3% per annum; and 
column 4 similarly corresponds to column 2. 

In this table we see, for example, that a fall in the rate of 
interest from a level of 4% per annum to one of 3% per annum 
raises the value of the instrument, when this is expected to yield 
net returns of a constant amount per year for L years and after- 
wards nothing, by 5% if L is 10, by 9% if L is 20, by 163% if L 
is 40, and by 263% if L is 80. It is clear that the percentage by 
which the value of a durable instrument is raised by a given 
reduction of the interest-rate—that is, the sensitivity of the value 
to such changes—is a strongly increasing function of the expected 
revenue-earning life. 

There is, then, a case for supposing that interest-rates should 
influence the pace of investment. Let us turn now to the 
testimony of enterprisers themselves. 

A very full account of the method and results of the question- 
naire enquiry, conducted by the Oxford Economists’ Research 
Group in 1939, is given by Mr. P. W. S. Andrews in Ozford 
Economic Papers No. 3, to which the reader is referred. The 
results are summarised thus by Mr. R. S. Sayers in the same 


issue : 


** About one-quarter of the business men gave some answer to the 
questionnaire. Of those who replied, about three-quarters stated that the 
terms (in the broad sense) on which loans could be obtained had not affected 
their decisions to add to or maintain either fixed or working capital. One- 
quarter of those replying (about 6% of those asked) gave some kind of 
affirmative answer. 

‘*TIn assessing the significance of these results [Mr. Sayers proceeds] it 
is necessary to consider firstly whether the 25% who replied constituted a 
fair sample, for our purpose, of the whole. Why, in fact, did the other 75% 
throw the questionnaire into the waste-paper basket? . . . My own guess 
is that most of the firms were, as a result of their own experience, not con- 
vinced that borrowing terms make much difference to their decisions. If 
this guess is the right one, we must obviously work on the assumption that 
the proportion of business men conscious of the effectiveness of borrowing 
poser must be much lower than one quarter, though it may be rather more 
than 6%.”’ . 


What considerations can we have omitted from the theory 
stated above, to account for its leading to conclusions that the 
facts do not seem to support? A hint is provided by some of the 
comments which accompanied the business men’s answers. The 
following comments of six of them seem specially illuminating : 


A. ‘‘ Any profit or advantage expected from expenditure on plant or 
repairs, or from varying the quantity of stock’ held, has greatly out- 





1 I.e., stock-piles of materials or products. 
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weighed the cost of borrowing or the income receivable by depositing 
surplus funds with bankers.”’ 

B. ‘‘ If the estimated advantage from a projected extension is jeopardised 
by a 1% difference in interest, it hardly seems justifiable anyhow.”’ 

C. ‘* We are not generally affected by the cost of borrowing money and 
rates of interest, because we do not come to a decision to spend money on 
extensions unless or until we can see it will really be profitable to do so. 
The interest either paid on money borrowed on overdraft or earned as 
interest would generally speaking be small compared to the earning power 
on any such expenditure.’ 

D. ‘‘ Difficult to imagine a position in which interest-rates could have 
any appreciable effect compared with taxation, on plans for extension. 
Have for some time been considering laying down small amount of extra 
plant, but the proposition, which includes a considerable risk, can be 
attractive only if 50% return on capital value’ is considered possible. 
Unless we get 33%, any extension is out of the question.”’ 

E. ‘‘ If expenditure on new craft ? were to be influenced by the cost of 
borrowing, the profit on the building Project would be very much too low 
to render it a normal commercial risk.”’ 

F. ‘‘ Expenditure on plant extensions has been made only when the 
trend of business has shown this to be desirable. Question of financing, 
and rate of interest, has not affected it, as unless anticipated return were far 
in excess of such cost, the projects would not have proceeded to decision 
stage.” 


These comments all speak of an expected or estimated “ profit,” 
“return,” or “earning power” which must greatly exceed the 
cost of borrowing if the investment in question is to be made. 
The reason for this requirement appears in the references, in 
comments D and E, to risk. We said at the beginning of this 
article that an enterpriser must allow for his doubt concerning 
the correctness of his estimates of future net returns by multi- 
plying each by a coefficient whose size will depend on the futurity 
of the net return in question: but we then, by assumption, 
excluded this doubt. Let us re-introduce into our expression for 
v a coefficient s = s(x), and see what effect is produced by 
assigning different forms to this function. Let us first suppose 
this form to be such that s has the same value for all values of 2; 
in other words, that the enterpriser makes the same allowance 
for doubt in regard to every instalment of net returns no matter 
what its futurity. In this case no difference whatever will be 
made to the sensitiveness of v with respect to p—that is, to the 
elasticity ,.. For if 


L 
v= sc| edz 
“0 


we have: z= = {e*(pL + 1) — 1}/(1 — e-?*)p, 


which is independent of s. It is not, then, a matter of indiffer- 
ence what form is assigned to s = s(x), if we wish it to account 
for the meagreness of entrepreneurial reactions to the interest- 


1 J.e., capital cost. 
? Ships. 
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rate. We may assume, perhaps, that s < 1 for all x; and let us 
put s= 7 Surely the allowance for doubt will be better able to 


reduce the leverage of the interest-rate, if q is relatively large for 
those instalments of net return whose present value (when no 
allowance is made for doubt) changes by the largest amount when 
the interest-rate changes? To discover some form of s = s(z) 
which will make the allowance for doubt the solution of our 
paradox, we must discover which these instalments are. 

When a reduction of the interest-rate raises the value of a 
capital-good whose earnings are expected to be uniform for a 
finite number of years and afterwards nothing, it is not the 
earnings of the nearest future years which contribute most to the 
total gain of value; nor is it always the most distant. Let u be 
the present value of an element of net returns due at an instant 
x years hence, the size c of this element being treated as known 
for certain; and writing u = u(p, x) =ce-* let us study the 


Ou 
ey dp du ; 
quantity —= (pax — 1)ce-?*. ap will have a stationary value 


a 
where Jee = 0, and the only finite solution of (px — 1)ce-** = 0 
anu 
: 1 dp " , i 
is x =-- We have also ——— = pce**(2 — pz), which at x = - 
p ox p 


is positive. Thus x = ; gives a minimum of ap . Since what we 


wish to study is a fall in p, this minimum is for our purpose a 
maximum. If then, for example, p = 0-03 we shall find that the 
largest contribution to the total gain in value of the instrument, 
caused by a given (small) fall of p, is made by those instalments 
of net return which are due at dates of a futurity round about 


guest years; or if p = 0-02, by those of a futurity about 
p 


x = 50 years. 

The distribution of the total gain in the value of an instru- 
ment, due to a fall in the interest-rate, over the different periods 
in the assumed life of the instrument, is illustrated in Table IT, 
where, however, for sharper contrast we have used a large 
instead of a small change of p, with the consequence of displacing 
somewhat the date of maximum effect. We again consider the 
effect of pure time-discounting alone on the value of a prospective 
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series of net returns whose sizes are taken as known for certain. 
Here column 1 shows the value, discounted to some one point of 
time standing for “ the present,” of the assumed net earnings of 
an instrument in successive future decades of its total life of 80 
years, the time-rate of these earnings being supposed constant 
throughout and the rate of interest p being 4% per annum. 
Each figure in this column, that is to say, is an evaluation of 


- c 
tn = c| edz = - (e-°4 — e-P®) 
JA p 














where we put A successively equal to 0, 10, . . ., 70 years, and B 
correspondingly equal to 10, 20 30, ..., 80 years. Column 2 
shows the same for p = 2% per annum. Column 3 is a com- 
TaBLeE II 
Present value, | Percentage of | 
in terms of total value of Wasees | 
** years’ pur- | instrument at- of | Percentage of | 
chase,’’ of net | tributable to oaheinel the total gain | Col 6 
Decade.| returns in each/ the net returns} 5 ,.,, | in value at- me co d 
decade. of each decade. este one tributable to | CUmuated. 
each decade. 
p=0-04./p=0-02.|p=0-04./>= 0-02. 
1. 2. 3. 4. 5 6. 7 
1 8-24 9-06 34:5 22-6 0-82 5-0 5-0 | 100-0 
2 5-52 7-42 23-2 18-7 1-90 12-0 17-0 | 95-2 
3 3-70 6-07 15-4 15:3 2-37 15-0 32-0 | 83-2 
4 2-48 4-97 10-3 12-5 2-49 15-7 47-7 | 68-2 
5 1-68 4-07 71 10-2 2-39 15-0 62:7 | 52-5 
6 1-12 3-33 4:8 8-3 2-21 14-0 76-7 | 37-5 
7 0-75 2-73 3-2 6-8 1-98 12-5 89-2 | 23-5 
8 0-50 2-23 2-1 5-6 1-73 11-0 100-0 | 11-0 
Total | 24:00 | 40-00 | 100-0 | 100-0 | 16-00 100-0 
(ap- | (ap- (ap- 
prox.) | prox.) prox.) 





























panion to column 1, and shows what percentage of the total 
value of the instrument is attributable to each future decade of 
its life, and column 4 is a similar companion to column 2. Column 
5 shows the excess of each figure in column 2 over the correspond- 
ing figure in column 1; it shows, that is to say, that part of the 
total gain in the value of the instrument which is attributable to 
each decade of its life. Column 6 shows what percentage each 
figure in column 5 represents of the total of the figures in column 
5—that is, what percentage of the total gain in value is attribut- 
able to each decade. In column 7 the figures in column 6 are 
cumulated, so that, for example, by looking at the figure in 
column 7 opposite decade 4, we can see what percentage of the 
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total gain in value, due to a change from p = 4% per annum to 
p = 2% per annum, is attributable to the first half of the instru- 
ment’s life. 

Now let us suppose that the instrument’s life is of 40 instead 
of 80 years. The relevant figures from Table II, columns 1, 2, 
and 5, are reproduced below as Table III. Here the first two 
columns again show the present value in terms of “ years’ pur- 
chase ”’ of the earnings of each decade, for interest-rates respec- 
tively of 4% and 2% per annum, while column 3 shows the 
excess of each figure in column 2 over the corresponding figure 
in column 1; it shows, that is to say, that part of the total gain 
in the value of the instrument which is attributable to each 
decade : 














TaBxeE III 
Present value, in terms of “* years’ purchase,”’ 
of net returns in each decade. a 
Decade. = over column lI. 
p = 0-04. p = 0-02. 
1. 2 3. 
1 8-24 9-06 0-82 
2 5-52 7-42 1-90 
3 3-70 6-07 2-37 
4 2-48 4:97 2-49 
Totals 20-00 27-50 7-50 
(approx.) (approx.) (approx.) 














From this table it can be seen, for example, that when the 
value of the instrument is raised from 20 to 27-5 years’ purchase, 
by means of a reduction of the interest-rate from 4% per annum 
to 2% per annum, % of this gain of 7-5 years’ purchase is attri- 
butable to the more distant half of the instrument’s life, the 
period beginning 20 years hence. Again, if we had considered a 
life of only three decades (neglecting the fourth row of the table), 
nearly half of the total gain of 5 years’ purchase would have 
been attributable to the last third of the useful life. 

Let us compare these results with those of Table I. There 
we found that the value of an instrument is more sensitive to 
changes of interest-rates the farther into the future its assumed 
revenue-earning career extends. If this career is assumed to be 
very short—say of only 5 or 10 years—the value responds very 
little even to quite a large change in the interest-rate. But the 
length of this career is by no means a matter of mere physical 
durability. The most frequent reason for assuming ex ante that 
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an instrument’s useful life will be short is that its earning-power 
seems liable to vanish, at some unpredictable date, through 
inventions of new methods and changes of demand. If each 
future year is regarded as holding some given numerical chance 
of such a change, or as contributing something to a gradual 
change, then if we take in enough future years the obsolescence 
of the instrument by the end of that time becomes virtually 
certain. Alternatively, we can say that the more distant the 
future date we look at, the more worthless is any guess as to 
what the market and other conditions will then be, and the more 
worthless, therefore, and the more heavily to be discounted for 
doubt, is any guess as to the earnings at that time of any complex 
and specialised instrument. Thus a limit is set by uncertainty 
to the useful life which it is sensible to assume. 

In accordance with this argument,! let us suppose that the 
impact (i.e., the reciprocal of s) of the enterpriser’s allowance for 
doubt increases exponentially with the distance into the future 
of the date he has in mind, so that s(z) = e~-*. This is not only 
reasonable a priori, but is in fact what every theorist does who 
speaks of a marginal rate of risk conceived as analogous to the 
rate of risk-free ? interest, and often, indeed, added to the latter 
in order that the sum of these two rates may be equated to the 
marginal efficiency of capital under any of its synonyms.’ Then 
writing R = h + p we have: 


v= cf s(x)e-r*dex = cf etd = pill — e- RL), 
/0 0 


An indication of the numerical value which, for illustration and 
experiment, may be assigned to R, is given us in one of the 
comments quoted above, where an enterpriser spoke (in comment 
D) of a proposition which could be attractive “only if 50% 
return on capital value‘ is considered possible. Unless we get 


1 And with our suggestion that allowance for doubt will be most able to 
reduce the power of changes in interest-rates to stimulate or depress investment, 
if the impact of this allowance (supposing s to be less than 1 for all x) is heavy 
upon those instalments of return which, in case of a change of p, make the 
largest contribution to the increase or decrease of v. 

2 By ‘‘risk-free’’ or ‘‘ pure’’ interest we mean interest free from risk of 
default, not free from the risks entailed by illiquidity. See page 2 above. 

3 “Rate of return over cost’’ (Irving Fisher); ‘‘ marginal efficiency of 
capital’? (Lord Keynes); ‘‘ internal rate of return’’ (K. E. Boulding); ‘‘ pro- 
spective rate of profit ’’ (M. Kalecki). All of these mean an exponent p such 
that the value of the instrument, v = Sg c(z)e"“*dx, is equal to u its purchase 
price. 

‘ ** Capital cost’’ must be meant: but if we suppose this enterpriser’s 
valuation to be the marginal one, it will be equal to capital cost. 
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33% [the enterpriser proceeds] any extension is out of the 
question.” Let us suppose at first that, so far as physical 
durability is concerned, the net return c is calculated after 
sufficient allowance for repairs and renewals to maintain the 
technical efficiency of the instrument indefinitely; and that the 
whole risk of obsolescence is allowed for in the component h of 
R=h-+p. Taking the enterpriser’s remarks to mean that the 
lower figure gave a value for the instrument which made it 
marginal in the circumstances of the case, we have as the value 
relevant to our elasticity calculations : 


1“ c c 
v=c] edz =,=—;,_, 
j Ro h+p 
7... a 
so that “=25° T} 
and if, for example, p = 0-03, then 7,, = — 0-09. 


In this case, therefore, a change in the risk-free interest-rate 
from, say, a level of 3% per annum to one of 2% per annum 
would raise the (formerly) marginal valuation of the instrument 
by about 3%. Had there been no allowance for doubt (had the 
marginal rate of risk been zero), the percentage increase in v due 
to this fall in p would have been 50%. It begins to be clear that 
we have got hold of a solid clue to the meagre powers of the 
interest-rate as a stimulator of some forms of investment. 

A marginal rate of risk as high as h = R — p = 30% per 
annum may be exceptionally high. Moreover, it may be that 
the “ return on capital value ” of 33° should be interpreted not 


c / 
as R, but as 4 for the former, even when considered as the 


magnitude which becomes equal to the marginal efficiency of 
capital when w is equal to v, is a rather sophisticated notion. 


So long as the useful life is taken as unlimited, R and < are the 


same; for if v = (1.— e-*4) so that R =<(1 —e-*), then 


c 
R—> as L—> CO. 


An appreciable divergence appears between R and < when 


RL is small, for then the factor (1 — e~*“) becomes appreciably 


less than 1. Thus for any given value of R a sufficiently 
; 
small value of Z will make R IF small. But evenifh is only 15% 


per annum—that is, half what we have assumed above—so that 
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R= 18% per annum, the ratio R/< is already 0-835 for LZ no 


greater than 10; and with so short a useful life as this, a change 
in the rate of pure interest from p = 3% per annum to p = 2% 
per annum, even with a zero marginal rate of risk, would change 
v by only 0-037 or, say, 33%. Thus if the “return on capital 
value” which an enterpriser takes as his minimum requirement 
is of the order of 10 or 15% per annum, then whether this figure 


means R or <, the value of the instrument will be insensitive to 


even very large proportionate changes in the rate of pure interest : 
for if, on the ground of the absence of positive contrary signs, 
the revenue-earning life of the instrument is assumed to be long, 
allowance for doubt will render negligible the net returns of all 
but a few years immediately ahead; while if it is assumed to be 
short, the influence of the rate of pure interest is weak even 
without any allowance for doubt. 




















TaBLe IV 
Present value, in terms of ‘‘ years’| Percentage of total value of 
purchase,”’ of the net returns in | instrument attributable to the 
5-year each 5-year period. net returns of each 5-year period. 
period. 
R = 33% R= 18% R = 33% R= 18% 
per annum. per annum. per annum. per annum. 
1 2-424 3-294 80-8 61-0 
2 0-466 1-339 15-6 24-8 
3 0-089 0-544 3-0 10-1 
4 0-017 0-221 0-6 4-1 
Total 2-996 5-398 100-0 100-0 











This part of our argument is illustrated in the accompanying 
Tables IV and V. In Table IV, column 1 shows the value, dis- 
counted both for deferment and doubt at a combined rate R = 
h + p = 33% per annum, of the net returns in successive future 
5-year periods of the instrument’s assumed useful life of 20 years, 
these net returns (which, in common with the useful life itself, 
are estimates made in the light of the knowledge available to the 
enterpriser at his “ present moment”) being supposed constant 
throughout. Column 2 shows the same for R = 18% per annum. 
Column 3 is a companion to column 1 and shows what percentage 
of the total value of the instrument is attributable to each future 
5-year period of its life, and column 4 is a similar companion to 
column 2. Table IV uses 5-year periods, instead of the decades 
of Table II, because with such numerically large exponents the 
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present values of net returns decrease so rapidly with increasing 
futurity. 

In Table V, column 1 shows the percentages by which the 
value of an instrument, assumed to produce uniform net returns 
for 5, 10, 20, and 40 years respectively, is increased by a reduction 
of the rate of pure interest p from 3% per annum to 2% per 
annum when the marginal rate of risk h is 30% per annum; 
column 2 shows the same for h = 15% per annum, and column 3 
the same for h = 0. 

From Table V it will be seen that even with a marginal rate 
of risk as low, in comparison with those suggested in comment D, 
as 15% per annum, a reduction of the rate of pure interest by 
as much as one-third may increase the value of an instrument 
expected to be used for 40 years by only some 6%. If no 
allowance needed to be made for uncertainty, such a reduction 
of the rate of pure interest could increase the value of this 


TABLE V 





Av = v, — V4, where v, corresponds to p = 0-03, v, corresponds to p = 0-02. 








L. AY tor h = 0-30. AY tor h = O15. BY och = 0. 
v) UV, vy 
5 0-019 0-022 0-025 
10 0-027 0-037 0-049 
20 0-030 0-052 0-096 
40 0-031 0-059 0-182 














instrument by 18%. Now, there must surely be at any time 
in the minds of the enterprisers a larger number of contingent 
investment plans each having a value lying within 18% of its 
cost than there are of such plans each having a value lying 
within 6% of its cost. If so, allowance for doubt, when this 
allowance takes the form and degree we have supposed, greatly 
reduces the sensitiveness of investment to given reductions of 
the rate of pure interest. 

We have shown that allowance for the hazards which beset 
the prospective earning career of many forms of equipment can 
easily render ineffective, as a stimulator of investment in these 
forms of equipment, even a large proportionate change of the 
rate of pure interest. If the problem we are trying to solve is 
held to consist of the question ‘‘ What factor severely restricts 
the influence of interest-rates on the pace of investment? ”’, we 
answer that this factor is the allowance for doubt. But if our 
problem is cast in the form “ Why is it that enterprisers deny, 
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in the main, that interest-rate changes have ever affected their 
investment-decisions ? ”’, then there is an additional explanation. 
It is this latter question which is posed by the replies to the Oxford 
questionnaire. 

When a man takes a decision on any matter whatever, he 
tacitly or unconsciously takes into account a great range of cir- 
cumstances which are all relevant, in the sense that if any one of 
them were materially different his decision might be different. 
But a very large proportion of these circumstances are simply 
taken for granted, and conscious thought and attention are con- 
centrated on those elements of the problem which are either 
incompletely and doubtfully known, or else which are liable to 
rapid change on a scale which affects the issue. The very fact 
that he is engaged in making a decision shows that something in 
the relevant circumstances has changed, and, before beginning 
his consideration of the issue, he must list in his mind all such 
changes which have occurred since the problem last occupied 
him. These will then seem to be the efficient causes of his 
decision. When he is afterwards asked how his decision was 
reached, he will make no reference to all those aspects which 
merely seemed to provide a stable frame for the play of the active 
factors : elements which, without necessarily remaining perfectly 
constant, had shown proportionate changes (on which the degree 
of contrast, and the power to attract attention, depend) too 
small to be noticed. 

Let us call a reduction of an interest-rate from, e.g., 4% per 
anuum to 3% per annum (or from 5 to 4, or from 2 to 1), a unit 
reduction of the rate. Then the largest fall in the yield of British 
Consols which occurred between any two successive years in the 
period 1870-1913 was of 0-15 unit, while a fall, between two 
successive years, of 0-33 unit or more occurred only three times 
in the eighteen years 1919-36. Turning back to the case where 
L tends to infinity, so that 


a yh oe eee ee 
v co] e dx RZ and Nup aes 
let us again put h = 0-30, p = 0-03, R=h + p = 0-33; and in 
the light of the figures just given regarding historical speeds of 
change of p, let us consider a change in p of 0-33 unit—namely, 
from a level of 3% per annum to one of 3% per annum. This 
change in p will imply a change in R from 334% per annum to 


33% per annum—that is, a proportionate change - = 0-01, 
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and since v = ? such a change in p, the rate of pure interest, 


will raise the marginal valuation of the instrument by about 
one-hundredth. If the elasticity of supply of the instruments in 
question were as much as 5, still a drop from 34% per annum 
to 3% per annum in p, the rate of pure interest, would give a 
percentage increase in the pace of gross investment in such 
instruments of no more than 


Sey = Pao + yn) = OL x 0-09(1 + 5) = 6% 
or if we prefer price-deflated gross investment 
ven = top Nop = O11 X 5 X 0-09 = 5%; 


But are not such calculations rather beside the point in such a 
case as this? Is it really to be supposed that an increase of 1% 
in the estimated, or rather the conjectured, value of the instru- 
ment will strike out any spark of enthusiasm in the enterpriser’s 
mind? Will he even trouble himself to revise his estimates at 
all on account of such changes as have ordinarily occurred in 
recent decades, in the long-term rate of pure interest? And we 
must then ask: even if such an increase in value should be 
noticed, and even acted upon, by a few enterprisers, how many 
would there be, even over the whole range of industry, who had 
in mind at any one time a project which was sub-marginal by 
only 1% ? 
In this article I have endeavoured to show— 


(a) the rationale of the belief that interest-rate changes 
influence the pace of investment ; 

(6) that this influence must certainly be strong on the 
pace of investment in instruments of those kinds which men 
believe can be depended on to continue earning net returns 
for many decades after they are constructed ; 

(c) that the strength of the influence of interest-rates on 
the pace of investment in those kinds of equipment which 
are subject to the hazards of invention and fashion can be 
rendered negligible by an allowance, of a size such as enter- 
prisers themselves imply that they adopt, for doubt con- 
cerning the correctness of the “‘ best guess” they can make, 
on available knowledge, as to the size of future net returns 
from such equipment; provided the form of this allowance 
is that of a rate used for discounting in the same manner as 
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the interest-rate ; or is some other strongly-increasing function 
of futurity ; 

(d) that historically the movements of the long-term 
interest-rate in Britain have seldom been rapid or abrupt 
enough to constitute appreciable changes of circumstance, 
: or to engage the enterprisers’ conscious attention as such. 


It may be well to repeat, in conclusion, that where, as with 
houses, doubt concerning future net returns is small, there is 
nothing in what we have said which contests the belief that the 
interest-rate can powerfully affect the demand-price and thus 
the pace of investment in a given type of instrument. 

G. L. S. SHackLE 
London. 
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“FULL EMPLOYMENT ” AND INCOME INEQUALITY 


Amone the many curious paradoxes of current thinking on 
economic policy, none is more curious than the persistent reluct- 
ance of most of those thinkers who rightly deplore inequalities 
in distribution of income to consider seriously how far they 
might be corrected by “radical” action, in the true sense of 
that word, by action, that is to say, which went to the root of 
the matter by permanently altering the relative scarcities of 
different types of skill and service, from which have emerged 
many of the important inequalities of modern economies. Even 
those who for one reason or another are eager for further exten- 
sions of educational opportunity seldom show much apprecia- 
tion of the profound effects which such reforms might have on 
the traditional pattern of income distribution. 

This paradox is all the more worthy of attention at the 
present time, when, in addition to the other weighty reasons, 
both social and economic, which might be adduced in favour of 
a less unequal income distribution, it is widely believed that 
“the ultimate cause of unemployment in modern societies is to 
be found in the prevailing distribution of incomes.” 1 Some 
recent discussions of techniques for the attainment of “ full 
employment ” have therefore had a good deal to say about 
income redistribution. There are, however, broadly speaking, 
two approaches to this problem. We might first examine the 
causes of the prevailing distribution and seek for appropriate 
methods for removing or modifying them. Or, accepting the 
prevailing distribution as a datum not to be questioned, we 
might confine our attention to redistributive methods applied, 
so to speak, after the event, allowing the economic system to 
go through the intricate motions which pour out incomes well 
above the average to those who are in a sufficiently fortunate 
position, and following this up with another set of equally intri- 
cate motions which, by means of taxation, withdraw from these 
people part of their gross incomes and redistribute it to others 
in the form of social services of one kind or another. It might 
be expected that the former approach would be the more attrac- 
tive for economists who somewhat ostentatiously avow them- 
selves to be devotees of a ‘‘ New Economics,” and therefore 


1 E. F. Schumacher in The Economics of Full Employment (Oxford University 
Institute of Statistics), p. 90. 
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presumably pride themselves on being modern and progressive. 
Rather surprisingly, even when they recognise the existence of 
profound, but not irremovable causes of inequality, they usually 
leave on one side any further consideration of the practical issues 
raised by these causes, and concentrate their attention exclusively 
on the second type of redistributive method. Mr. Schumacher, 
for example, in the symposium quoted above, agrees that “‘ the 
most logical course of action . . . would be to go to the root of 
the matter and to alter the conditions which determine the 
distribution of gross incomes, i.e., incomes before taxation.” As, 
however, ‘“‘ these conditions are of such a fundamental nature 
and are created by the whole structure of distribution of property, 
by inheritance, imperfect competition, and the very design of 
present-day capitalist society,” 1 he excuses himself from any 
further consideration of them. This reticence is no doubt 
logical enough in a paper which deals with the relatively restricted 
subject of ‘‘ Public Finance—Its Relation to Full Employment.” 
But, Mr. Kalecki, whose purpose in undertaking a discussion of 
“Three Ways to Full Employment ” is presumably much wider, 
and who, by giving a high priority to the method of “ redis- 
tribution of income from higher to lower income classes,”’ would 
seem to have renounced Mr. Schumacher’s justification for turn- 
ing aside from the profounder issues involved, also confines his 
attention to redistribution by means of taxation or by price 
control which would have the effect of “squeezing” profit 
margins, and entirely neglects more “ radical ’’ measures. 

For our purposes here it is not necessary to examine the 
validity of the thesis which identifies unequal income distribu- 
tion as the root cause of unemployment. The case for a less 
unequal distribution is sufficiently strong on other grounds. Our 
purpose is rather to examine some of the implications of the 
attitude which these writers who, whether rightly or wrongly, 
believe redistribution to be an essential condition for the attain- 
ment of “ full employment,” an end to which they assign the 
highest priority, adopt in face of the two alternative approaches 
towards a less unequal distribution of income. It would seem, 
on the face of it, more sensible first to examine the possibility 
of ensuring such a reallocation of productive resources as would 
diminish the scarcity of the services to which at present relatively 
high incomes are normally attached, and increase the scarcity of 
the services which are now badly paid. By so doing we could 
avoid at least some of the tedious complexities to which any 


1 Op. cit., pp. 90-1. 
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whole-hearted attempt to redistribute exclusively by means of 
taxation inevitably leads. The results moreover might reason- 
ably be expected to be fairly permanent, so that the necessity 
for further redistribution by means of taxation in the future 
would steadily diminish. The writers under discussion, however, 
for the most part set this genuinely “ radical’ approach on one 
side as impracticable, and focus their attention instead almost 
exclusively on the machinery of direct transfer by means of 
taxation. 

These two approaches to the problem of income redistribution 
are, of course, not to be regarded as mutually exclusive. Re- 
distribution by means of taxation and social services is now a 
commonplace, to which in principle few will seriously object. 
Experience has moreover shown that most economies can stand 
a great deal more of this sort of thing than many supposed 
when the technique was first applied on any considerable scale. 
The gloomy forebodings which have often greeted proposals for 
redistribution along these lines have usually turned out to have 
little justification, and there is little reason to suppose either 
that we shall ever entirely dispense with the use of this technique, 
or that it is incapable of much more refined application than 
anything so far attempted. Nevertheless the ideal situation 
would clearly be one in which it was little applied because there 
was little need for it, and though we may agree that this ideal 
situation will probably never be reached, it would be foolish on 
that account to refuse to take any steps which might lead us in 
that direction. Neglect of these possibilities is all the more 
regrettable on the part of those concerned to diminish the risks 
of unemployment, inasmuch as the same reforms, educational 
and otherwise, which would affect the basic relative scarcities so 
as to diminish income inequalities, would at the same time 
widen some of the “ bottle-necks,” which, from a practical stand- 
point, are so important whenever we attempt to work out the 
details of an employment programme. 

It is interesting, and perhaps not altogether unprofitable, to 
speculate upon the reasons for this comparative neglect by many 
professedly ardent equalitarians of radical measures for the 
diminution of inequality. The first and no doubt most obvious 
is impatience with proposals whose full effects will certainly not 
be felt untii after the lapse of a considerable period of time. If 
we are eager to do something quickly, we shall probably not 
become very excited about the extension of educational oppor- 
tunities whose immediate impact upon income distribution may 
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be almost negligible. But while such impatience is natural 
enough, experience has often demonstrated that eagerness to 
produce quick results may be the surest way of ensuring that in 
the long run the results attained shall be rather small and dis- 
appointing. In many modern economies the process of redis- 
tribution by taxation has already gone much further than anyone 
a generation ago would have thought conceivable. While, how- 
ever, we have thus been warned against any hasty judgment 
that the limits of redistributive taxation have already been 
reached, the fact that the finance of Sir William Beveridge’s 
social-security programme does not substantially increase the 
burden now resting upon the higher incomes, but aims rather at 
a redistribution of incomes at quite modest income levels, appears 
to indicate that we are now unlikely to have serious proposals in 
Great Britain for any substantial increase of redistributive taxa- 
tion above the level attained in recent years. However this may 
be, the really astonishing thing about the efforts so far made 
in this direction is the slightness of the permanent effect which 
it has had upon the general shape of the income pyramid. In- 
equalities are not quite so glaring and obvious as they were, but 
they are still present on a very large scale. 

It may indeed be argued with much plausibility that the 
explanation of this paradox is to be found in the fact that the 
root causes of inequality are far too deeply implanted in our 
modern economy to be reached by the superficial methods of 
redistributive taxation. This is apparently Mr. Schumacher’s 
view. But it seems unreasonable, when confronted with a com- 
plex problem of this kind, simply to throw up one’s hands in 
horror and conclude that nothing can be done about it short of 
a complete recasting of the institutions of modern society. The 
root causes of inequality are no doubt complex. But they are 
also numerous. Their general character is fairly well known,} 
and has indeed been familiar to economists for quite a long time. 
Many of them are quite amenable to treatment, which, if it had 
been applied say a generation ago might already have produced 
changes in the shape of the income pyramid much more drastic 
and much more permanent than anything now. attributable to 
the effects of taxation. It is now nearly sixty years since Marshall 
pointed out that “the normal earnings of a carpenter and a 
surveyor might be brought much nearer together than they are, 
by even so slight and easy an improvement in our present social 
arrangements as the extending to all persons of adequate natural 
1 Cf. E. Cannan, Wealth, chap. XI-XII. 
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ability the opportunity of receiving the training required for 
the higher ranks of industry.” The principle which Marshall 
enunciated in 1887 might indeed with advantage have been 
expressed in much more general terms, and the stout resistances 
which such improvements in social arrangements provoke show 
them to be by no means slight or easy. It would nevertheless 
be interesting to speculate upon the consequences for our social 
and economic structure of a continuous effort since that time to 
make its application an integral part of public policy in a more 
wholehearted fashion than the still rather timid educational 
reforms which have since then been fairly widely adopted. “‘The 
charitable endowments of universities and upper-class schools 
have had an important influence in reducing the remuneration 
and cheapening the products of the better-paid employments,” 
but “the efforts of the Churches and the State have rather 
resulted in diminishing the remuneration and cheapening the 
products of the class of labour which requires a smattering 
of letters, but is scarcely above, if it is at all above, the 
average.” 1 ' 

It may no doubt be objected, and with some reason, that 
even the most drastic treatment of the relative scarcities of 
different kinds of labour would still leave untouched the still 
more fundamental causes of inequality which arise from the 
ownership of property, and that the ‘‘ euthanasia of the rentier,” 
which is confidently expected as a result of control of the interest 
rate, promises a redistribution of income much more far-reaching 
than anything likely to emerge from any treatment of the relative 
scarcities of different kinds of labour. Any theory of income 
distribution which neglected the effects of the distribution of 
property would of course be grotesquely inadequate, and though 
in practice the effects of the inequalities arising in the two 
spheres of labour income and property income are very closely 
interrelated, even the most whole-hearted efforts to correct 
the conditions which create gross inequalities in labour incomes 
would still leave a great deal to be done. A plea for more careful 
attention to these conditions is quite consistent with a belief 
that inequalities in income from property are much more im- 
portant. But in relation to employment policy, there is special 
reason for emphasising the former in the favourable reactions 
upon the “ bottle-neck” difficulty which might be expected 
from radical measures impinging upon relative labour scarcities. 
For the same educational policy which would make labour 


1 E. Cannan, Wealth, pp. 209-10. 
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incomes in general less unequal would also tend to increase the 
supplies of labour, a scarcity of which would threaten, by in- 
creasing the risks of inflationary pressures upon the price-level, 
to upset the smooth course of an unemployment policy based 
upon a desire to maintain a high general level of effective 
demand. 

Another important contributory factor in the neglect which 
we are here examining is probably to be found in the disfavour 
into which “ automatic ’’ mechanisms have fallen as instruments 
of economic policy. Automatic mechanisms are no doubt often 
imperfect, and may indeed on occasion completely fail to pro- 
duce their desired effect. But the strict qualifications which 
must for this reason be attached to approval of them are some- 
times carried so far as to imply that even if there are good grounds 
for expecting favourable results from automatic mechanisms, it 
would be better to attempt to reach the desired end by more 
direct, and usually administratively much more elaborate means. 
If for any reason it were thought undesirable that the members 
of group A should continue to receive incomes ten times larger 
than those enjoyed by the members of group B, it might be 
supposed that the most reasonable and effective course would 
be so to influence the supply of and demand for the services from 
the sale of which these two groups derived their income as to 
ensure that the incomes of B rose relatively to those of A, and 
that more direct transfers following upon the collection of deduc- 
tions from the incomes of A to be made available through the 
machinery of the state for the benefit of B, while not objection- 
able in themselves, and likely for an indefinite period to be 
necessary for certain purposes, should be regarded as a substitute 
measure of second-rate importance. Current fashions of thought, 
however, often prefer these second-rate substitutes, partly it 
seems because they appear to depend upon the precise decisions, 
based on quantitative measurement, which are widely supposed 
to be characteristic of a “ planned’ economy. But sometimes, 
too, one can detect curious affinities on the one hand with the 
old-fashioned middle class prejudices which disliked wage increases 
on the ground that the working classes did not know how to 
spend their money and would inevitably squander any increase 
which came to them, and on the other with a perversion of the 
still more ancient belief that charity was good for the soul of the 
giver. The spiritual welfare of the members of group A, as 
they submit to the purifying experience of handing over to the 
tax-collector for the benefit of others a fraction of their gross 
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income, is indeed probably not considered very seriously by 
anyone, but for some of those who organise the transfer there 
seems to be an undoubted satisfaction which they would pre- 
sumably lose if the redistribution were effected by less direct 
means, which by diminishing the inequality of gross incomes, 
made taxation transfers less necessary. 

A distrust of automatic mechanisms may be more precisely 
described as a distrust of the forces of supply and demand which 
find expression through the mechanism of price change, and those 
who cherish this distrust do not think very highly of the sugges- 
tion that income inequalities might in part be corrected by chang- 
ing the relative scarcity of different kinds of labour. They 
despise the mechanism of price change as old-fashioned and out- 
of-date, and offer us the concept of “‘ social priorities ’’ as a sub- 
stitute for this now outmoded instrument. Prices are no longer 
regarded as significant indicators showing the directions along 
which production should be expanded or contracted, but tend 
more and more to become mere totals of costs incurred in the 
course of production. But if we write down too drastically the 
mechanism of price change in relation to the prices of labour, 
and refuse to contemplate its further use in future for read- 
justing the prices paid for different kinds of labour, we land 
ourselves in serious contradictions. For not only can we scarcely 
refrain from accepting temporarily the results in which the past 
operations of the price mechanism are now crystallised, but we 
are also likely to accord to them a much more permanent status 
than on any reasonable hypothesis they can be held to deserve. 
This is indeed only one illustration of the expectation which 
some of the ideas now popular for new economic policies after 
the war tend to suggest to our minds, that, whether intended or 
not, their application may have the effect of more or less per- 
manently crystallising the present structure of income dis- 
tribution, and it may even be suspected that some of the support 
accorded to these ideas is, in part at least, based on a half- 
conscious realisation of this fact. 

The defects of the price mechanism are well known, and 
probably in no field have its results been more imperfect than 
in the determination of the prices of labour. If, however, in 
future the function of price change is to be ignored, and nothing 
of a systematic kind is put in its place, we are likely to find 
that avowedly temporary decisions hastily taken for the deter- 
mination of wages will leave us saddled indefinitely with the 
very imperfect results which the price mechanism has produced 
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in the past. Some practical basis is necessary to determine the 
prices to be paid for labour, and the easiest and most obvious 
course will be simply to carry on with the current practice. 
Contempt for the price mechanism thus leads us to accept a 
wage structure which has no obvious connection with “ social 
priorities,” but is in fact based very largely on the operations 
of the price mechanism in the past. Its operations at that time 
were defective, but even if they had been perfect there is no good 
reason for assuming that they will continue to be adequate for 
facing the constantly changing conditions of the future. Nor 
are the corrections introduced by redistributive taxation very 
much to the point here, for however drastic they may be, they 
too almost inevitably must preserve the traditional order of 
magnitude of labour incomes, and it is precisely this traditional 
order, many parts of which are probably even now lacking in 
rational justification, that reforms in educational policy might 
be expected to change. 

It would be quite unfair to hint that the writers who are here 
being criticised do not really want radically to change the exist- 
ing shape of income redistribution. But it is fair to suggest that 
if they get their way, and current fashions of thought about 
what is of the first order of importance for post-war economic 
policy continue to be coloured by their prejudices, the existing 
shape of income redistribution is not only unlikely to be changed, 
but is indeed likely to become even more resistant to the forces 
of change than it has been in the recent past. The high place 
which they continue to give to public works in their reform 
programmes is a clear indicator pointing in the same direction. 
Public works are indeed a perfectly legitimate though sub- 
ordinate instrument in a well-balanced policy for an expanding 
economy. But if, as still too often happens, they are rated too 
high, they will inevitably tend to become instruments for ensuring 
the continuance of the present income structure. The persist- 
ence of wide differences between the prices paid for different kinds 
of labour should be interpreted as indicating the desirability of 
expanding the opportunities of employment in the higher paid 
types of work. Even the most refined and reformed types of 
public work are likely in the first instance to have precisely the 
opposite effect, for the opportunities for employment which they 
will create will for the most part be opportunities in fields where 
the rate of remuneration tends to be low. In times of emergency 
such action cannot be very well avoided, but recommendations 
for its permanent incorporation in policy for normal times are 
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not what one would expect from writers who believe that “ the 
ultimate cause of unemployment in modern societies is to be 
found in the prevailing distribution of incomes.” 

ALLAN G. B. FIsHER 


Royal Institute of International Affairs, 
London. 

















BRITAIN’S BARGAINING POWER 


THERE has been much discussion recently about the advan- 
tages and disadvantages of using Britain’s bargaining power as a 
large importer to force overseas countries to take exports from 
us. The question is now perhaps of rather academic interest, 
as a result of the Anglo-American financial and related agree- 
ments, but it may nevertheless be useful to shed some light on 
a quantitative aspect of the problem which has hitherto received 
little attention. 

The bargaining power of this country vis-d-vis another is 
determined to a considerable extent by the dependence of the 
latter country’s exports on the U.K. market. A country like 
Eire, which sends over 90% of its exports to the U.K., is 
more dependent on us, and more susceptible to pressure by us, 
than a country like Colombia, which sends us less than 1% of 
its exports. This is, of course, by no means the whole story. 
Other important considerations include : the nature of a country’s 
balance of trade with the United Kingdom (whether it is positive 
or negative, etc.); the ease with which it can switch its exports 
from one market to another or from one product to another; 
the ease with which we can dispense with its exports to us; the 
proportion of its total output, or of its output of particular 
products, which it exports; our importance as a market for 
particular commodities; the ability of this and other countries 
to offer loans; the stability of our market as compared with that 
of other countries; and soon. Nevertheless, it seems reasonable 
to take as one important measure of a country’s dependence on 
us the proportion of its exports which it sends here. 

It is with this aspect of the problem that the present note is 
mainly concerned, although account is also taken of the rivat 
bargaining power of the United States as a large importer. The 
figures show that a large proportion of our pre-war trade was 
done with countries which either are not greatly dependent on 
our market or are dependent to an even greater extent on that 
of the United States. This suggests that our bargaining power 
as a large importer is not perhaps so great as is commonly assumed 
in popular discussion. A false impression is apt to be given by 
quoting only a few outstanding examples, such as New Zealand 
and Denmark, of countries where our bargaining power is ad- 
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mittedly great, while ignoring the large number of important 
markets where our bargaining power is small. 

This country has hitherto been the largest market in the world 
for imported goods. In 1938 we took one-fifth of the exports of 
the rest of the world.! But, as has been mentioned above, the 
percentage for individual overseas countries varied from a 
negligible figure to over 90%. 

A table has therefore been prepared (Table V) showing, in 
column 2, the percentage of each country’s merchandise exports 
sent to the United Kingdom in 1938. The countries are arranged 
in order of their dependence on our market as measured by this 
percentage.” 

Table I shows in summary form the number of countries 
sending various proportions of their exports to us. 

















TABLE I 
Percentage of overseas country’s 
merchandise exports sent to Number of 
U.K. in 1938. oe. 
91-100 ] 
81-— 90 l 
71- 80 1 
61- 70 l 
51- 60 7 
41- 50 6 
31-— 40 14 
21- 30 10 
11- 20 20 
1- 10 37 
| 98 
| 
Billion 
dollars. 

1 Exports of all countries . 21-9 ‘* Network of World Trade,”’ p. 171. 
U.K. exports : , : 2-3 Ibid., p. 167. 
Exports of all overseas coun- 

tries ; , ; . 4 
Of which to U.K. : F 3-9 Ibid., p. 171. 


2 The proportion of a country’s exports taken by us is, of course, very much 
greater than the proportion we take of its total output of goods and services, 
since exports are only a fraction—though a very important fraction—of a 
country’s national income (probably not much over one-tenth for the world as 
a whole). But the crudest comparison of national income and export figures 
shows that this last proportion varies widely, from one-twentieth or less for 
countries like the U.S. and the U.S.S.R., to substantial fractions like one-fifth, 
one-quarter and one-third for countries like New Zealand and some of the 
smaller states of North and West Europe. (If imported materials used in making 
exports are allowed for, these proportions are, of course, reduced.) For this 
reason, a list of countries arranged in order of the proportion of their total 
output sent to us would differ considerably from that in Table V. 

® Including a number of composite ‘‘ countries ’’ (see notes to Table V). 
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There are ninety-eight countries (including certain composite 
‘“ countries ’’) in the table. It will be seen that thirty-seven 
countries sent one-tenth or less of their exports to us; fifty-seven 
sent one-fifth or less; at the other extreme, only four sent more 
than three-fifths of their exports to the United Kingdom. 

This analysis, however, does not get us very far, since each 
country is given equal weight, however great or small its import- 
ance as a trader in general, or as a market for United Kingdom 
goods. 

Column 3 of Table V has, therefore, been drawn up to show 
the importance of each country to us as a pre-war export market. 
The figures show the percentage of all our exports sent to each 
country.! 

The information is summarised in Table IT : 











TaBLeE IT 
Percentage of overseas country’s | Percentage of all U.K. exports 
merchandise exports sent to in 1938 sent to each category 
U.K. in 1938. | of country.” 

91-100 | 4-4 

81-— 90 4-1 

71-— 80 0-2 

61- 70 — 

51- 60 13-3 

41- 50 4-3 

31-— 40 29-9 

21- 30 12-0 

11l- 20 17-1 

0- 10 14-7 

100-0 








This table, however, which refers to merchandise trade only, 
exaggerates the dependence on our market of countries producing 
gold for export. It seems unrealistic not to take into account 
the gold exports of countries like South Africa. There are 
obvious arguments, however, against including South Africa’s 
gold exports in her exports to the United Kingdom; although 
most of her gold was in fact sent to this country, South Africa 
was not dependent on us for the sale of her gold. It is unlikely 
that we could exert much pressure on such a country by 
refusing to take its gold exports. Perhaps the most realistic 


1 The percentage of our imports bought from each country is also shown, 
for reference, in column 5. 

* There may be slight inaccuracies in these figures owing to rounding off 
errors. 
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TABLE III 





| 
Percentage of overseas country’s; Percentage of : : ; 
exports sent to U.K. in 1938./all U.K. exports oo ee mat ene. 
(Gold exports, or gold output in 1938 sent to on ow percentage o 
if lower, are deemed to go to} each category | * AB. exports sent to 
U.S.) of country.? each country in 1938). 





91-100 4-4 Eire 4-4 

81— 90 : New Zealand 4-1 
71- 80 
6l- 
51- 60 
4l1— 50 


2? 
- 


~~] 
° 
| oe 


Denmark 3-4 

Australia 8-2 

Finland 1-2 

31- 40 India and Burma 7-9 
Canada 4-9 

. Argentina 4-2 

Egypt 1-9 

Netherlands 2-8 

| Sweden 2-5 

Norway 1-7 

Tran 1-2 

** Other British West Africa ”’ 

1-1 


mor 


~ 
Qo he 


to 
> 





bo 
~~ 
| 
w 
So 
- 
— 
~1 


1l-— 20 27-8 South Africa 8-5 
U.S.A. 4-4 

France 3-3 

British Malaya 2-4 

Belgium 1-8 

U.S.S.R. 1-4 

Poland 1-1 

Misc. European countries 2-3 

o- 10 14-7 Germany 4-4 

Italy 1-2 

Brazil 1-1 

Misc. Far Eastern countries 
3-6 

Misc. European countries 2-5 

French, Portuguese and Bel- 
gian Africa 1-0 





100-0 











course is to count gold produced for export as going to the 
United States.2 This has been done for the purpose of calculating 
the figures in Table III. Where a country’s gold production 


1 There may be slight inaccuracies in these figures owing to rounding off 
errors. ’ 

2 It may be relevant to recall the “‘ gold scare’ of 1937 as an indication of 
the influence the United States could exert on gold producing countries. It is 
true that this influence will be greatly reduced under the Bretton Woods agree- 
ment, but in discussing the possible use of Britain’s bargaining power as a major 
weapon of policy we are postulating a world in which international organisations 
such as the Monetary Fund would not be in operation. 

3 Strictly speaking, Table III merely includes gold produced for export in a 
country’s total exports but not in its exports to the U.K.; its destination else- 
where is irrelevant. In the later analysis, however, gold produced for export is 
counted as going to the U.S., and it facilitates exposition to introduce the 
assumption at this stage. 
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was less than its gold exports, the former figure was used, so as 
to avoid the inclusion of gold not produced in the country. 

The last column in Table III shows the chief countries in 
each group. 

Two countries (Eire and New Zealand), which between them 
took 84% of our exports, were almost wholly dependent on our 
market ; each sent over 80% of their exports to us. Apart from 
these two, the only important country dependent on us for more 
than half of itsexports was Denmark, which took 3% of our exports. 

At the other extreme we find a large number of countries 
dependent on us for one-fifth or less of their exports. As much 
as 423% of our exports went to these countries. 

A number of countries which sent over one-fifth of their 
exports to us, moreover, found their chief single market not 
with us but in the United States or elsewhere. These countries, 
of which Canada is the most important, took a further 7% of 
our exports. 

Adding these two last categories together, we find that half 
our exports went to (and, as can be calculated from column 5 
of Table V, nearly half our imports came from) countries which 
either depended on us for one-fifth or less of their exports, or 
found their chief market elsewhere. 

If, for the sake of argument, we call these countries “ unex- 
ploitable ’’ and the remainder “exploitable ”’ (the classification 
is admittedly arbitrary and the nomenclature provocative), we 
may draw up the accompanying Table IV, showing the geo- 
graphical distribution of the two types of country. 

The “ exploitable ” and ‘“ unexploitable ” countries are shown 
in Map I.? 

It is of some interest to analyse the chief markets of each 
country, and these are shown in column (4) of Table V. From 
this column we find that, if gold exports (or gold production if 
that is lower) are deemed to go to the United States : 


503% of our exports went to countries, other than the United 
States, for which the U.K. was the chief market ; 
1 This adjustment has the effect of moving five countries from one category 


of the table to another. The percentage of their exports which those countries 
sent to the U.K. is altered as follows : 


Australia . 54% becomes 49% 
‘* Other British West Africa” . 48% ie 30% 
South Africa . 5 - 36% - 13% 
Southern Rhodesia ‘ . . 83% eo 18% 
U.S.8.R. 29°; » wey 


The gold production in ‘‘ * Other British West Africa ’? is mainly in the Gold Coast. 
* See p. 33. 
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44° went to the United States ; 
224° went to countries for which the United States was the 
chief market ; 
23%, went to countries which found their chief market neither 
in the United States nor in the United Kingdom (includ- 
ing 63% going to countries for which the U.S. was a 


’ bigger market than the U.K."). 
It will be noted that one-third of our exports went to countries 
(shown in Map II ?) for which the U.S. was a bigger market than 
the U.K. (including the U.S. itself); likewise, as can be calcu- 











TABLE IV. 
Percentage Percentage 
of all U.K. of all U.K. 
‘** Exploitable ”’ — ‘** Unexploitable ” yo pay 
countries. to “ex. countries. as aie 
ploitable ” ploitable ” 
countries. countries. 
Scandinavia, Baltic States Russia, and most Euro- 
and Holland 3 : 124 pean countries south of 
Australia and New Zealand 12 Baltic ; ‘ 18 
India, Burma and Ceylon . , 9 Most of North and South 
Argentina and Uruguay 5 America. ; . 12 
Eire , : ; 4 Union of South Africa. 84 
Miscellaneous . 8 Most Far Eastern coun- 
tries . ‘ a ‘ 6 
Miscellaneous, mainly 
African countries : 5 
504 493 








lated from column 5 of Table V, one-third of our imports came 
from these countries. 

The figures in this note refer, of course, to pre-war conditions ; 
but, despite the far-reaching changes that have taken place 
during the war, it is hoped that they may provide some basis 
for judging, inter alia, the proportion of our trade which we 
might expect to influence by using our bargaining power as a 
large importer (if such were our policy), the proportion which 
we could not hope to influence, and the proportion on which we 
might lose ground if other countries adopted the same policy. 
The figures do not provide any final answer, but they serve as a 
salutary reminder that a large part of our trade is done with 
countries that do not depend greatly on our market, and a large 
part with countries (including many within the Empire such as 
Canada, South Africa and British Malaya) where the pull of the 
United States’ market is greater than that of our own. 

1 See note to column 4 of Table V. 2 See p. 34. 
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Country. 





(1) 
Eire " > 
New Zealand ; 
“ Other British East Africa” 
Bolivia ‘ 
Falkland Islands 
Ja:aaica . 
Denmark 


Australia . 


Ceylon 
Trinidad and Tobago 
Nigeria 

Anglo-Egy ptian Suda n ' 

“ Other wemanaaed West Africa’ 
Finland . 

Latvia. 

Palestine 

Canada . 

Dominican Republic’ 
Northern Rhodesia 
Lithuania 

“ Other British West Indies ” 
India and Burma. 7 
Union of South Africa 

Estonia . 

“ Other Northern North America” 
Southern Rhodesia 

Costa Rica ‘ 

Argentina . 

“ Other North Africa ” 

Egypt . 

Curacao . 

U.S.S.R. . 

Norway . 


Netherlands 
Portugal . 
Kenya—Uganda 


pain ‘ ‘ 
« ene Continental Asia ”’ 
Guiana ° ‘ 
Poland—Danzig 

Peru ° 

Traq 

Tanganyika 


* Other non- “Continental Europe » 


U.S.A. 

Mexico 

British Malaya. 

Haiti 

“ Other Oceania ” 

yee on Continental Europe * 


Belgum—Luxémbur 
Roumania. 

France . 
Switzerland 

Paraguay 

Tunis ‘ 

Ecuador . 

Yugoslavia . 
Czechoslovakia 
Greece . ° 
Brazil i 
“ Other S.E. Asia” 
China (ex. Manchuria) 
Hungary 

French 1 Morocco 


Germa: : 

a Other French Africa ’’ 
Syria—Lebanon ; 
Italy “ . 


Chief market. 


| Pereentage 
| of all ULK. 


retained 
imports 
bought 
from 
country 
in 1938. 
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India, Burma, Ceylon 
Germany 

India, Burma, Ceylon 
Canada 

_ 


British East Africa 
U.K. and Norway 


US. 
Japan *¢ 
Italy 
U.S. 
France 
Germany 
Algeria, Tunis 
Germany 
Argentina 
France 
U.S. 
Germany 
Germany 
Germany 


U.S. 

British Malaya 
Hong Kong, Macao 
Germany 

France 

Netherlands 

France 

“ Other Cont. Asia ”’ 


| “ Other Africa ” 
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TABLE V (contd.) 











| 
| Percentage 
Percentage P — of all U.K. 
of country’s all'U K retained 
Country. merchandise — Chief market. imports 
y- exports exports bought 
T sent to 
as to — country from 
n 1938. : country 
in 1938. in 1938. 
a) (2) (3) (4) (5) 
Austria . | 6 0-3 Germa | 0-2 
“ Other Africa ’ 5 -— = Other "africa - - 
Algeria . | 5 0-2 Fra | 0-3 
Netherlands Indies 5 Os British Malaya 0-6 
Japan, Korea, Formosa | 5 | 0-4 Manchuria | 1-0 
B ria 4 — Germany | 0-1 
Hong Kong and Macao 4 0-8 hina 0-1 
Turkey . je 3 0-5 Germany 0-1 
Philippines é 3 0-2 U.S, O-1 
French Indo-China 2 0-1 France 0-1 
Venezuela 2 0-3 Curacao 0-2 
French West | and Equator ial 
Africa . é “ 2 0-2 Fra ~ 
Thailand ‘ 1 0:3 British Malaya — 
Manchuria ‘ 1 0-1 Japan * 0-1 
Belgian Congo, “Ruanda Urundi - — O-1 Belgium — 
Portuguese Africa . -- 0-4 Portugal — 
lombia _ 0-4 U.S. oe 
Panama . ; —! 0-1 U.S. — 
Guatemala : — -- U.S. _- 
Honduras ‘ 7 ‘ —' _- US. -— 
Nicaragua . Bt ° -—' _ U.S. ~- 
El Salvador —! —_ US. _ 
Gunddieape and Martinique —_— —- France = 
100-0 100-0 

















1 The possible error in these figures due to rounding exceeds 5 (see note below to column 2). 

? The figures in brackets show the percentage of the country’s total exports sent to the U.K., 
if gold exports (or gold production if that is lower) are deemed to go to the U.S. These adjusted 
figures are shown in column 2 only where the percentage for merchandise exports is altered by 5 


or more. 
* If gold exports (or gold production if that is ~~ are deemed to be sent to the U.S., the 
U.S. becomes the “ chief market ”’ in cases marked * 
* Including Korea and Formosa, 


| 
“1 


Notes on TABLE V 


This table is derived mainly from Annex III of The Network of World 
Trade, League of Nations, 1942, which shows merchandise trade only and 
excludes trade in gold and silver. Figures for gold exports were taken from 
Annex IT of the same publication, and, in the case of Russia, from the Ninth 
Annual Report of the Bank for International Settlements. Gold production 
figures were taken from The Statistical Year Book of the League of Nations and 
The Mineral Industry. 


Column (1). 
The definitions of the composite 
The Network of World Trade. 


sé 


countries ’’ may be found on p. 106 of 


Column (2). 

Since the figures in The Network of World Trade are rounded off to the 
nearest million dollars, there is some inaccuracy in the percentages shown in 
column (2). This does not, however, appreciably affect the general picture 
shown since the possible error is of importance only for a few countries with a 
very small trade. (The countries for which the possible error exceeds 5 are 
marked !. It will be seen that these countries took less than 1°, of our exports.) 
It was therefore thought better to work entirely on the relatively comparable 
figures shown in The Network of World Trade than to seek to increase the 
accuracy of the figures, by reference to other publications, at the expense of 
reducing their comparability. (In one extreme case, however—the Falkland 
Islands—another publication was used to calculate the percentage in column (2).) 





we 


ee 


a 


ere 


Be etrte 








oo 


see 











— 


cog ee certs 


wes 

















1946] BRITAIN’S BARGAINING POWER 


Columns (3) and (5). 

The figures derived from The Network of World Trade were supplemented 
where necessary from the Annual Statement of the Trade of the U.K., 1938. 
A few trifling adjustments have been made to the percentages so as to make 
the totals add up to 100-0. As in The Network of World Trade, U.K. trade with 
the Channel Islands is excluded. 


Column (4). 


The countries listed down the side of the table in Annex III of The Net- 
work of World Trade were used for the purpose of determining the “ chief 
markets.’’ For this reason composite ‘‘ countries,’’ such as ‘‘ Other Continental 
Asia,’’ appear in a few cases as the chief market. The chief market shown is in 
most cases, however, a major trading nation. 

A number of the chief markets shown may, for obvious reasons, be somewhat 
misleading (e.g., Curacao as the chief market of Venezuela, and Hong Kong as 
the chief market of China), but such cases are small in number. 

Of the countries for which neither the U.K. nor the U.S. was the chief 
market, those for which the U.S. market was bigger than that of the U.K., 
according to The Network of World Trade, were: Japan, Manchuria, China, 
Netherlands Indies, French Indo-China, Hong Kong, Italy, Greece, Turkey, 
Venezuela, Belgian Congo, French West and Equatorial Africa, the Guianas, 
Tanganyika (the last three qualify for this list only if gold exports—or gold 
production if lower—are included and deemed to go to the U.S.). These 
countries took 6}°, of our exports—the figure given in the last paragraph but 
two of the text. 


Note on Maps I anp II 


The classification of countries in Table V (on which the figures in the text are 
based) is that adopted in The Network of World Trade, and therefore includes 
some groups of countries. In order to draw Maps I and II it was necessary to 
obtain further details for the individual countries within these groups by reference 
to other sources. The statistics readily available were not always entirely satis- 
factory, and, while use was made of the best information obtainable from such 
publications as the Statistical Abstract of the British Empire, the League of 
Nations’ International Trade Statistics and the U.S. and U.K. Trade Returns, 
it is possible that one or two minor countries are shown in the wrong category in 
Maps I and II; but the general picture is certainly not appreciably affected. ; 


G. D. A. MacDouGaLi 
Wadham College, 
Oxford. 


THE TERMINOLOGY OF TAX ANALYSIS 


Tue analysis of the working of taxes through the economic 
system is commonly built round two propositions, universally 
known and apparently as universally accepted. The first of 
these is concerned with the classification of taxes, the second 
with the method of analysis of their operation. These two pro- 
positions may be expressed as follows: (i) Taxes can most con- 
veniently be divided into two categories, direct and indirect; 
direct being those levied immediately on the persons “ who are 
to bear the burden” (O.E.D.); and indirect those which are not 
so levied. (ii) In the case of an indirect tax, the party who 
has to make the contribution to the revenue authorities normally 
proceeds to shift the ‘‘ burden” somewhere else. In view of 
this, it follows that the analysis of the operation of taxes can 
most conveniently be tackled by pursuing this shifting process 
through the economic system to the point of “ incidence,’’ or 
perhaps to further points, known as “ effects’ or “ diffusion.” 

Neither of these propositions is wholly satisfactory, as is 
evident from confusions which have arisen in classifying and 
analysing taxes; and it seems clear from the literature that 
unless they are very carefully handled they do not lead to a 
process of analysis which brings out clearly the factors of greatest 
economic importance. 

In respect of the classification of taxes into direct and indirect, 
it is hard to disagree with the writer in the Handworterbuch that 
“the generality of the acceptance of these terms is only equalled 
by the differences in their application.” ! It is natural, indeed, 
to expect that as the composition of tax structures changes from 
age to age, the usage of the terms should be modified in the 
course of time, and this is no doubt part of the explanation. 
The most famous aberration of all—the declaration by the 
Supreme Court of the United States that income tax is not a 
direct tax—had an extra-economic explanation; but current 
differences in the practice of experts are far too important to 
be brushed aside by explanations along these lines. To-day, for 
instance, we find the O.E.D. declaring that the local rate is a 


1 Handwérterbuch der Staatswissenschaften, article on direct and indirect taxes. 

2 The decision was given in respect of the income tax of 1862, and was an 
effort to circumvent Article I, § 2, C3 of the U.S. Constitution, which stated that 
“‘ direct taxes shall be apportioned among the several States according to their 
population ’—an obligation which would have nullified the purpose of the 
income tax. 
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direct tax, while most economists, and the Central Statistical 
Office, would agree that it is an indirect tax. Motor-licence 
duties on private cars are regarded by the revenue authorities 
as direct taxes, most economists would probably class them as 
indirect, while the C.S.O. covers itself (in the notes to the Budget 
White Paper calculation) by stating that “ they are here regarded 
as direct taxes.” Clearly this is an unsatisfactory state of affairs, 
and we should be able to improve it by taking a little thought. 

Parallel difficulties arise in the use of the all too familiar 
terms “burden” and “incidence.” It is doubtful, to begin 
with, whether the term “ burden ”’ without qualification has any 
right in the discussion of a redistributive system of public finance. 
Apart from this consideration it is (as we shall see) used in at 
least two quite different connotations by different writers (by 
the Colwyn Committee in both, in different sections of their 
Report). The usage of the word “incidence” is in no better 
condition. The Colwyn Committee declared—on what evidence it 
is not clear '—that in popular usage the term covered “ not 
only the initial burden of a tax, but also the whole range of 
“incidence is only 
concerned with where the more immediate burden of the tax, 
as a tax, rests.”’2 Small wonder that Cannan had wanted to 
abandon the term altogether.’ 


I. The Classification of Taxes 


It is not easy to trace the origin of the terms “ direct ” and 
“indirect ” as a technical classification. In France the phrase 
“assise directement ” was apparently in use for personal taxes 
at least as early as the sixteenth century. Adam Smith uses 
the term “ direct tax,’ but in a context which makes it difficult 
to decide whether he considered himself to be employing it in a 
technical sense. In the United States at the time that Adam 


1 This was certainly not the view of Edgeworth, see below, p. 48. Marshall, 
who mainly used tax analysis as a method of illustrating certain propositions of 
general theory, and was consequently not over-nice in his use of fiscal terms, 
certainly used the phrase “ ultimate incidence ” in a manner which is not con- 
sistent with the Colwyn Committee’s dictum. 

* Report of the Committee on National Debt and Taxation, Cmd. 2800 of 
1927, p. 106. 

* Memoranda Relating to the Classification and Incidence of Imperial and 
Local Taxation of R.C. on Taxation, 1899, p. 166. 

* Cf. Bodin, Six Livres de la République, 1577, quoted in the Handwérterbuch, 
loc. cit. 

5 Wealth of Nations, Vol. II, chapter 2: ‘‘ There are two different circum- 
stances which render the interest of money a much less proper subject of direct 
taxation than the rent of land.” 
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Smith was writing the term was already in very technical use, 
but in the highly specialised meaning of the poll tax. Prior to 
the introduction of the income tax, the normal English tax 
classification was not direct/indirect, but ‘‘ assessed taxes” (on 
land, windows, hearths, servants and similar outward indications 
of wealth), on the one hand, and customs and exercise, on the 
other. A parallel distinction in Germany was between personal 
taxes and excises, in France between those “ assises directement ” 
and ‘“ tarifs.” In England the assessed taxes seem usually to 
have been regarded as direct, but on the introduction of income 
tax its more obvious directness, and the decline in importance 
of the assessed taxes, led to income tax being regarded as the 
direct tax par excellence. 

The early connotation of the term “ indirect ” is much more 
shadowy, and its use much less frequent. In one sense “ indirect- 
ness ” apparently consisted in the tax being levied on a commodity 
and not on a person, but since the commodity could not pay the 
tax itself, this was not very satisfactory. A more sophisticated 
view was that the indirectness consisted in the tax being levied 


indirectly on one set of people by collecting it from another set: 


of people, who would subsequently recoup themselves from the 
first set. It is, of course, this meaning which lies behind the 
analysis of shifting. It will be observed that this interpretation 
already imples a theory of incidence—a theory, that is, that there 
exists somewhere a “real” taxpayer other than the party who 
is in contact with the revenue authorities. 

Thus a situation was reached in which, in England at least, 
there was general agreement that income tax (including probably 
death duties) was a direct tax, while customs and excise were 
indirect taxes. It was over the remaining (by no means un- 
important) components of the tax structure that differences of 
opinion arose, and still arise. As so often happens, especially in 
this part of the economic field,! confusion has arisen through 
attempts to force distinctions proper to different types of inquiry 
into the procrustean bed of a single classification. In fact, there 
seem to be three main uses for which we need to classify taxes. 
For convenience we may call these the administrative, the social 
accounting and the analytical uses. A single classification has 
only been made to serve hitherto because over a considerable 


1 Cf. the controversy over the place of indirect taxes in National Income 
calculations, especially Bowley, The Measurement of Real Income, Manchester 
School, April, 1940; and Studies in the National Income, published by Cambridge 
University Press for N.I.E.8.R., and J. R. Hicks, ‘‘ The Valuation of the Social 
Income,”’ Economica, 1940. 
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part of the territory the boundaries overlap. This does not make 
the strait jacket into a tailor-made. 

The direct/indirect classification was clearly in origin, and is 
still essentially, an administrative distinction. The administrator 
sets out with a definite group of potential taxpayers in mind 
(e.g., smokers, or income receivers of a certain category). He 
needs a distinction which makes it clear whether they are to be 
approached directly and personally, or through a third party. 
In most cases the distinction leads to an obvious classification, 
but there is one small difficulty. 

Approach by the revenue authorities to the taxpayers may be 
direct, either in the sense of assessment or of collection. Thus, 
in the case of income-tax, assessment is direct, but collection is 
coming more and more to be indirect, as new methods of stoppage 
at source are evolved. The collection of E.P.T. is wholly indirect. 
On the other hand, taxpayers are in direct contact with the 
revenue authorities (or their deputies) when they pay their motor 
or wireless licences, yet these are taxes which depend not on the 
income of the taxpayer (from work or property), but on the 
fact of his desiring to enjoy the services of a particular type of 
capital goods. The vehicle licence duty is graded by the type of 
vehicle, just as the local rate is graded by the type of house; for 
the owner-occupier the two taxes are exactly parallel. 

The British revenue authorities would appear to prefer to 
class as “ direct ” all those taxes which are either directly assessed 
or directly collected. If this is the most convenient administra- 
tive procedure, they are naturally at liberty to do so; economists 
cannot object if an administrative distinction does not make 
very good economic sense. 


With the social accounting distinction we move to entirely 
different ground. It is now generally recognised that there are 
two fundamental concepts of the National Income—those which 
are called by the Buget White Paper the ‘“‘ National Income at 
Factor Cost,” and the ‘“ National Income at Market Prices,”’ 
respectively. The first of these is an objective or technical con- 
cept; the second is a subjective or welfare concept. When 
measuring the National Income at Factor Cost, the different 
commodities or services in the national output are valued accord- 
ing to the amounts of the factors of production which have gone 
to make them; the relative prices of the factors are taken to 
represent the rates at which the various factors are capable of 
being technically substituted for one another at the margin, so 
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that the cost of a commodity is taken to represent the amount 
of the nation’s resources which have gone into making it. The 
welfare concept of the National Income reduces the different 
commodities to a common measure, not according to their costs, 
but according to their marginal utilities. In most cases (though, 
as we shall see not in all) the relative prices of commodities 
represent their marginal utilities rather better than their relative 
money costs represent their technical rates of substitution. But 
this does not necessarily mean that the Welfare measure of the 
National Income is superior to the Factor Cost measure. The 
two measures are useful for different purposes; and it seems 
probable that the Factor Cost measure is useful for more purposes 
than the Welfare measure is. 

In order to deduce the Welfare measure from the Factor Cost 
measure we have to add in the revenue from the taxes which 
people have to pay in order to have the right to enjoy certain 
commodities (and to make a similar adjustment for subsidies). 
Now, what precisely are the taxes which have to be added in? 
The White Paper says “ indirect taxes ”’—but what are indirect 
taxes in this sense ? 

The tax distinction which is here relevant is that between the 
income taxes which are already included in the returns of income 
on which the factor cost calculation is based, and those taxes 
which mark a spread between the factor cost and the demand 
price for the article. The distinction is essentially one between 
taxes on income and taxes on outlay—outlay which may consist 
in the outright purchase of a commodity or in securing the right 
to its use for a prescribed period. 

The taxes which have to be added in when we proceed from 
factor cost to market price are: (i) taxes which are charged to 
consumers as a condition of the enjoyment of particular goods 
or services (such as the entertainment duty or purchase tax), 
(ii) taxes which are paid by producers at one stage or another of the 
production process of such goods (such as the duty on industrial 
oils, or local rates on factories). These are duly added in by the 
White Paper; but it also adds in local rates on houses. As we 
shall see, it is quite proper to do this; but local rates on houses 
do not stand exactly on all fours with the others. 

Theoretically, at least, local rates on houses are assessed on 
the occupier; thus it would seem more consistent to say that the 
market price for the occupation of a house is the net rent, exclusive 
of rates, than it is to include rates in the ‘‘ market price.’”” Never- 
theless, it is right to include rates in the computation of the 
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National Income according to the Welfare measure; for whether 
or not rates are part of the market price of house occupation, 
they are certainly part of the demand price, or marginal utility 
in terms of money. It is the inclusive rent (rent inclusive of 
rates) which the householder has to take into consideration when 
he is balancing his need for house-room against his need for 
other things. There is therefore no doubt that domestic rates 
should be added in when we are calculating the National Income 
on the Welfare measure; what we learn from attending to this © 
case is that ‘‘ National Income at Market Prices” is a very im- 
perfect description of the Welfare measure. 

There are some other cases where the failure to attend to this 
distinction seems to have led the C.S.O. into actual error. Revenue 
from wireless licences, and that from the licence duty on privately 
owned motor vehicles, belong to exactly the same category as 
domestic rates; they do not enter into what the consumer pays 
“on the market,” but they do enter into what he has to pay in 
order to acquire the right to certain satisfactions, over and above 
the factor cost involved. They should be reckoned as “ taxes 
on outlay ”—or indirect taxes in the social accounting sense— 
and added in when we proceed from factor cost to the Welfare 
concept of the National Income.! 

These adjustments—particularly the transfer of the revenue 
from wireless licences and from vehicle duties on privately owned 
cars—from the direct to the indirect category—would be an 
improvement in the practice of National Income calculations. It 
is clear from the above analysis, however, that the social account- 
ing tax distinction is at least as definite and significant in its 
own field as the administrative distinction is in the other. As 
it is unlikely that the two classifications can ever be made to 
coincide completely, it would seem preferable to give them 
separate names—for instance, retaining the terms direct/indirect 
for the administrative distinction, and adopting income/outlay 
for social accounting purposes. 


1 It is probable that something of the same sort of argument should in principle 
be applied to the case of Stamp Duties. The C.S.O. treats Stamp Duties on the 
transfer of property as “‘ direct’ taxes. It could, however, be maintained that 
the payment of Stamp Duty on, e.g., the purchase of a house, is incurred because 
the purchaser seeks to acquire certain satisfactions (more accurately to exchange 
lesser for greater satisfaction), and that therefore it enters into the marginal 
utility of his expenditure as other outlay taxes do. It would even be possible to 
extend the same argument to the purchase of securities; but the point is a fine 
one, and it must be admitted that the calculation of a “‘ price level ” for deflating 
such refined satisfactions would probably be an impossible task. Nevertheless 
it is important to notice that no logical ground for the classification of Stamp 
Duties into those which are and which are not direct taxes appears to exist. 
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In contrast to the social accounting tax distinction, which 
originated with, and depends on, modern methods of calculating 
the national income, a shadow of what we have called the “ analyti- 
cal” distinction has long haunted the literature,! in the form of 
a hunch that taxes which fall upon the total income or substance 
of the taxpayer are in a different class from other taxes, and a 
consequent suggestion that the term “direct” ought to be 
reserved for the former. 

To graft this point of view on to the administrative distinc- 
tion is not practicable. Yet it cannot be doubted that there is 
an important idea behind it, which parallels closely the normal 
economic distinction between general and partial analysis. Just 
as there are some problems in economics (e.g. those concerned 
with price and output policy) which can most conveniently be 
tackled from the starting-point of the single firm or industry; 
and others which require the standpoint of the community 
phenomena of spending, saving and investment, so there are 
some taxes whose operation is best observed from the stand- 
point of a particular corner of the economic field, and others of 
which we can only make sense against the background of general 
phenomena. 

That a distinction is required between partial taxes which 
operate (entirely at first, and always most intensively) within the 
framework of a limited group of industries, and general taxes 
which effect the whole level of consumption and investment, is 
evident from the frustrated attempts of some of the witnesses 
before the Colwyn Committee * to treat income tax by a partial 
analysis, and to go about looking for ‘‘ mark ups ”’ of particular 
selling prices as a result of a change in income tax, for all the 
world as if they were tracing the effects of a rise in the tea duty. 

Although for the economist the analytical classification of 
general and partial taxes is perhaps the most important of all, 
it is not on a par with the other two distinctions. In the first 
place, it is merely a classification of convenience—partial taxes 
are those whose operation can most conveniently at any particular 
time be traced by a partial analysis, and mutatis mutandis for 
general taxes. From this it follows that the position of individual 
taxes may conceivably change over time. For instance, it would 
have been perfectly logical for a classical economist to treat a 


1 For instance, James Mill, at least in the first ed. of his Principles, and in the 
German literature, especially J. F. Neummann and Schiffle. 

2 Report on National Debt and Taxation, cit., p. 108, and more extensively 
in the Minutes of Evidence. 
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tax on bread by a general (Ricardian) analysis—emphasising its 
probable effect in driving the worker below the margin of sub- 
sistence; under present British conditions a tax on bread would 
call for just the same sort of partial analysis (effect on consump- 
tion of bread, and possible effect on production, and on the 
consumption and production of related commodities) as a tax on 
tea. 

Secondly, there are some taxes (e.g., the local rate) which, 
though partial in form, are of such widespread importance (in 
this case both on income and on capital account) that the analysis 
of their operation as partial taxes requires to be supplemented 
by an analysis of their general effects. The relative importance 
of the two lines of analysis depends to some extent on the period 
in which we are interested—for instance, in this case the partial 
analysis is sufficient so long as we are mainly interested in a 
period too short for a change in rates to have a noticeable effect 
on building; but in the longer period—in view of the importance 
of house-building as a form of investment—the effect of rates on 
investment may be the most important factor to consider. 


I. The Method of Tax Analysis 


The analytical classification of taxes brings us up against 
the method of tax analysis. A change in a rate of tax immediately 
sets up economic and social reactions, and necessitates readjust- 
ments, which may conceivably be felt throughout the economic 
system. To describe the operation of a tax Pantaleoni used the 
metaphor of a stone being thrown into a pond. The economist 
must be prepared to trace the course of the whole circle of ripples, 
and should be able to say which of them does most harm to the 
banks of the pond. 

The first step in the process is to take account of where the 
stone enters the water. In the case of an income tax, it is easy 
to see this, and consequently no “ theory ”’ of incidence is required. 
This is the (quite sensible) meaning behind the statement that 
an income tax cannot be shifted. In the case of an indirect tax 
the accepted procedure is to start with the party which is in 
contact with the revenue officials, and to find out what this 
party does about its financial obligation; but the ensuing search 
may be interpreted in either of two ways. 

In the hands of some writers it is primarily a search for the 
party whom the Government wants to tax; in the hands of 
others it does include the gradual unravelling of the entire economic 








46 THE ECONOMIC JOURNAL [MARCH 


operation of the tax through the system. For instance, in Selig- 
man! (who is mainly responsible for the shifting/incidence 
terminology) the emphasis is on the first of these interpretations. 
He speaks indeed of “effects” as well as of “incidence,” but 
they generally appear to be no more than steps in a multiple 
process of shifting to the consumer. In the hands of Marshall, 
who is using the process of tax analysis to illustrate the theory 
of quasi-rent, in following the adventures of the hard, bright 
stones we are taken a fairly long ride through the economic 
system.® 

Now, in some circumstances the identification of the taxpayer, 
in the sense of the person who provides out of his income the 
difference between factor cost and market price, may be a matter 
of some little difficulty (e.g., in the case of a tax on working 
capital, such as industrial oil, which plays a part in the produc- 
tion of a variety of goods). In respect of the great majority of 
outlay taxes, however, the taxpayer in this sense is perfectly 
obvious, and the answer can be found by common sense, without 
any elaborate mechanism of two- or three-tier shifting. Thus, 
when the tobacco duty is raised, there is no doubt in the minds 
of either the Government or the smokers that the stone is being 
thrown to the consumers of tobacco. 

This being so, it would seem simpler and more direct to start 
not with the productive stage which the revenue authorities may 
find it most convenient to contact (which will, no doubt, differ 
from tax to tax), but with the consumer-taxpayer. This amounts 
to saying, for instance, that the lady sitting over there in a fur 
coat and smoking a cigarette, has paid purchase tax on her coat, 
and tobacco duty on her cigarette, rather than that the whole- 
sale furrier has shifted purchase tax to the department store, 
who has shifted it to her, and the tobacco manufacturer has 
shifted the duty to the wholesaler, and so to the retailer, who 
has shifted it to the lady. 

This direct approach is, in any case, obligatory for social 
accounting ; it is, of course, the basis of the figures in the Budget 
White Paper. Estimates of the distribution of taxes on different 
income groups must also (although this is not always properly 
understood) * be based on the actual proportion of people’s 


1 E. R. A. Seligman, The Shifting and Incidence of Taxation. 

? Seligman also mentions a “‘ wider ”’ sense of effect ‘“‘ which denotes any of the 
subsequent results of taxation,’’ but he makes no effort to examine it. Cf. Shifting 
and Incidence, cit. definitions on p. 1. 

3 Principles, 8th ed. Bk. V, ch. ix. 

* Even such a careful economist as T. Barna is hazy on this point, cf. The 
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incomes during a defined period, which go not to provide the 
incomes of those who furnish them with goods and services, but 
to form the incomes of taxing authorities. The calculation is 
essentially one of the distribution of actual revenue collected 
during the period; it is not concerned with what happens as a 
result of consumers’ incomes having been laid out in this manner. 

The establishment of incidence in this sense is, of course, only 
the beginning of the analysis of the operation of a tax—it might 
even be said that it is not strictly a necessary part of that analysis. 
There is, however, a great convenience in starting the analysis 
with the consumer in this manner, especially since, unless it is 
very carefully handled, the shifting mechanism is apt to run on 
too narrow lines. The operation of a tax has too often been 
conceived in terms of the movements and counter-movements of 
a certain “lump” of tax, whose presence at any time can be 
perceived by a definite swelling in the price which is the incidence. 
(The lump of tax might either be transmitted whole from hand 
to hand, or might split up—a case of “shared” incidence—in 
which case the trajectories of the different fragments would have 
to be watched, but their behaviour would be assumed to be 
broadly similar to that of a complete lump.) 

When the analysis is conducted along these lines it is mainly 
appropriate for discovering incidence in the limited Seligman 
sense, which is, in fact, very near the social accounting sense; 
as a scheme of the full operation of a tax it is obviously far too 
narrow. Even on its own grounds it does not allow, for instance, 
for the manufacturer preferring to vary quality rather than 
price, or the landlord increasing the repairs he is prepared to do 
after a rise in rates, rather than conceding a lower net rent. 

Much more important, the shifting mechanism is not con- 
venient for taking into account changes in related products or 
factors. Suppose, for instance, our young lady is now munching 
a chocolate, having given up smoking when the tax went up. 
The shifting mechanism can only tell us that the tobacco manu- 
facturer cannot pass on the tax, and that the lady “ evades” 
it—although she has no intention of defrauding the revenue, and 
is merely registering an adjustment of her preferences to the 
new price situation. We should be better employed in trying 





Redistribution of Incomes through Public Finance in 1937, especially the discussion 
of the incidence of indirect taxes on pp. 141-2. On p. 126 he excuses himself from 
an analysis of the distribution of the revenue collected in 1937 from Land Tax, 
on the ground that the incidence is on the original land owners at the time when 
the tax was imposed—i.e. in the reign of William IIT. 
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to measure the loss of (combined) surplus in the tobacco industry, 
and the effect of the restriction of output which it implies, and 
setting it against changes in surplus in the confectionery or 
other industries, than in sitting down under this lame result. 
Finally, there is the possibility that the shifting mechanism 
may be misapplied to the operation of income tax, with the absurd 
results which were produced by some of the Colwyn witnesses. 

The fundamental trouble with this mechanism of analysis is 
that it does not go far enough or deep enough. Indeed, there 
has commonly been (as we have seen) some uncertainty as to 
how far the analysis should be carried; this doubt essentially 
arises (as has been suggested above) from different interpreta- 
tions of the term “ incidence,” and consequently of the goal of 
the inquirer. Not infrequently—e.g., by the Colwyn Committee— 
there has been an attempt to draw a line between the near and 
the distant ripples, designating the former “ incidence ” and the 
latter ‘‘ effects ” or “ diffusion.” 

Now, as we have seen, there is a genuine difference between 
incidence in the social accounting sense and incidence in the 
sense of the economic working of the tax. In some exceptional 
circumstances—e.g., where consumers’ demand or the supply of 
the factors is highly inelastic—the answer to the analytical inquiry 
and to the statistical calculation may be practically the same, 
but this can only be a rare occurrence. In some other circum- 
stances—e.g., where the taxed commodity has no close relatives— 
there may occur a genuine discontinuity in the middle of the 
ripples, most of the operation being confined within narrow 
limits. This probably implies that for most purposes we need 
not bother to carry the analysis farther; but it does not alter 
the fact that we are concerned with an analytical, and not an 
accounting concept. In any case, it is never safe to assume that 
the discontinuity exists. In most circumstances (as the Colwyn 
Committee soon discovered) it is very difficult to draw a satis- 
factory line between the near and the further working of a tax. 

It was largely the fear that the analysis would be too narrow 
and would stop half-way at some imaginary point called “ inci- 
dence ” which caused Cannan to dislike the term. Edgeworth 
also would have no truck with any dichotomy between incidence 
and effects, although terminologically he was in the opposite 
camp from Cannan.? Undoubtedly they were justified in relation 


1 Cannan, Memoranda before R.C. cit. 
2 Cf. especially the very interesting footnote to p. 151 in Collected Papers, 
Vol. II. Edgeworth cut the Gordian knot by blandly declaring “‘ incidence here 
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to what they had in mind. What neither Edgeworth nor Cannan 
perceived (as at the time they were writing they hardly could 
have done) was that there is also a distinct and important mean- 
ing in the social accounting sense of incidence, and, further, that 
this is a calculation which can be made with a fair degree of 
statistical accuracy and completeness. For the unravelling of 
incidence in the sense of the economic working out of a tax, 
on the other hand, we must largely rely—partly, but not wholly, 
for want of adequate data—on deduction and inference. 

We arrive thus at two fundamental concepts in fiscal theory : 
(i) the social accounting calculation of the proportion of people’s 
incomes paid over to taxing authorities in a defined period, and 
(ii) the analysis of all the economic adjustments through time 
and space resulting from a particular tax. These two concepts 
are different in kind, there is no question of one being a sort of 
first stage of the other. Social accounting is concerned with a 
statistical comparison at a moment of time, corresponding to the 
period covered by the statistics (because of the nature of the 
data, this will usually be a year). The analytical concept is 
essentially hypothetical. It is a comparison of two complete 
economic situations, one with a particular tax in force, the other 
without it. One of these set-ups will normally be imaginary, 
although statistical data on past changes are not entirely lacking. 

The statistical calculation can, and naturally should be, 
extended from tax to tax, so that the income distribution of the 
entire tax structure can be considered at once. It can be further 
extended to at least parts of the expenditure structure—although 
this raises more difficult logical questions—to ascertain the extent 
of income redistribution through public finance. The analytical 
inquiry, on the contrary, can only be concerned with a single tax 
or group of taxes at a time—it makes nonsense to imagine the 
whole tax structure away. It follows that it is not concerned 
with what becomes of the revenue of the tax (which is an entirely 
separate analysis) except in the rare case when the two cannot 
be separated—e.g., the sugar duty and the beet sugar subsidy. 
It is, of course, possible, and just as desirable, to analyse the 
operation of subsidies (as negative taxes) in a similar way. 

If so much is accepted, it remains to determine what our two 
concepts are to be called. For the first the term “ Burden” has 
already been used in a technical sense;! no doubt following 


denotes all those effects of taxation with which the economist is coneerned.”’ 
His concept is entirely consistent with what is called ‘‘ effective incidence ” below. 
1 Shirras and Rostas, The Burden of British Taxation. 
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Pigou, who declares (on what evidence is not clear) that “ burden 
is generally conceived to be represented by the money raised in 
revenue.” 1 It was also used in this sense by the Colwyn Com- 
mittee in their extension of Sir Herbert (Lord) Samuel’s calcula- 
tions; but they evidently did not consider that there was any- 
thing technical about the use, since they also employed it in a 
much wider looser sense when discussing the effects of taxation. 
It is evident from this that the term “ burden ”’ will not do; apart 
from the fact that its implications are all wrong, it is too liable to 
cause confusion by being used both in a technical and in a vague 
non-technical sense. 

It is equally apparent that the term “incidence” by itself 
cannot be used for either concept; yet the idea behind it, in fact, 
covers everything we need. In another place? it has been sug- 
gested that instead of the term “burden,” the term “ formal 
incidence” might be adopted for the social accounting concept; 
while the term “ effective incidence ’’* would be appropriate for 
the analytical concept. It is hoped that these terms are sufficiently 
different from what has gone before to be confinable to technical 
usage, and at the same time sufficiently traditional to be con- 
veniently understood. 

It hardly needs emphasising that although the social accounting 
concept is truly formal, in the sense that in making the calculation 
we are not concerned with the adjustment of the lay-out of incomes 
as a result of public finance, it is not therefore insignificant. On 
the contrary, as the war-time Budget White Papers have shown, 
it is essential for a rational direction of policy. The term “ effective 
incidence ” seems preferable to “ effects’ or “ diffusion ”’ because 
it emphasises that we need to cast the net wider than either the 
primary or the secondary consequences of a tax, and acknowledges 
that the operational process is continuous. 

Ursu.a K. Hicks 


1 A Study in Public Finance, p. 195. 

2 The Incidence of Local Rates, by J. R. and U. K. Hicks, published by Cam- 
bridge University Press, for N.I.E.S.R., 1945. 

% These terms are derived from Goschen, Collected Essays, who speaks of the 
incidence of rates “‘ in form and in effect.” 
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THE PROFIT MOTIVE AND THE ECONOMIC INCENTIVE 


Now that we are entering the reconstruction period, and after 
the talk there has been of late about the “ profit motive” and 
the ‘economic incentive,” it is as well to ask ourselves yet 
again what is and what is not wrong in these ideas as they were 
commonly accepted. My exposition may be a little rambling, 
but that does not matter provided that the salient points are 
brought out. 

Thinking neither of the philanthropist nor of the whole- 
hearted self-seeker, but of what Marshall called the “ normal 
man,’ we may lay it down, I think, without fear of much con- 
tradiction, that this ‘‘ normal man,” if industrialist, must be 
supposed to have at least the same sort of interest in the lay-out 
of his factory as, say, in the design of his garden—the same but of a 
higher order, because it expresses himself more at the core. 
(Some people would only agree subject to certain limitations, but 
let that pass for the moment.) He exercises similar powers of 
selection, based on the rational preferences within his choice. If 
you told him that he was only trying to make more money, he 
might hastily assent, particularly if he had a smattering of 
Political Economy. Nevertheless, it would not be true, I should 
say, in nine cases out of ten. His real meaning would be that in 
the main he strove after efficiency, and naturally assumed that in 
the degree in which he attained it he would make more money. 
Pecuniary gain, I should hold, only figures, more or less according 
to his nature, in the complex of his motives: but it goes without 
saying that he would not be so foolish—and indeed so regardless of 
his duty—as to do what it was not worth while doing from the 
point of view of results. Efficiency implies this. 

The last few words of the above paragraph furnish one clue 
to the maze of misunderstanding over this matter. Watching the 
employer, we observe that he is constantly preoccupied with the 
monetary considerations which have a bearing upon cost in relation 
to price, for instance with the relative advantages in net returns of 
increasing his plant installation or his labour equipment, or of 
economising in material. This means trimming the ragged edges 
of his undertaking to maximise the net proceeds. He must aim at 
getting equi-marginal returns from the various steps that he 
takes, to make the best of his job. Similarly, as consumers, we 
must all try to buy in such a way as to get equi-marginal returns 
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from our purchases per unit of expenditure to make the best of 
our incomes. But it would be ridiculous to say that we thereby 
prove ourselves to be sordidly driven. So when the employer 
makes adjustments at the limits of his business in the manner I 
have indicated, it by no means follows that in directing his life he 
is governed solely, or mainly, by expectation of personal gain ; 
that he would have been, say, a maker of blacking rather than a 
manufacturer of machinery had he foreseen more profit from being 
the former than from being the latter. Let me take a strong case 
to illustrate. The Building Committee of a Town Council, con- 
cerned with the erection of a Town Hall, will naturally give atten- 
tion to the cost of brick for certain parts as against the cost of 
stone, or, say, the advantages of five storeys on a given ground 
space as against six on a smaller ground space. These and other 
matters of detail involve calculations of relative costs, but the 
project as a whole is, ex hypothesi, entirely outside the realm of 
economic incentives. Or, again, consider the work of the archi- 
tect. He may allow for this and that substitution or omission in 
making his plans, but his basic design is independent of these, and 
can by no means be regarded as the mere integration of cost and 
consequences at each stage in the building up of his idea. 

In a recent communication to a daily paper, it was argued that 
without large rewards business leaders would not be adventurous. 
This is to put the cart before the horse. (Raleigh’s dream of El 
Dorado, by which he was obsessed, originated in his restless 
daring, not in cupidity.) A man is adventurous because he has an 
adventurous spirit. But, of course, it is a fact that he may be 
deterred from giving vent to it if, on weighing up the chances, 
the fruits of success do not strike him as ample enough to counter- 
balance the possibilities of failure. Inventiveness is analogous. 
It is undeniable that a self-respecting man who has discovered 
something of industrial value may not unnaturally feel aggrieved 
and be discouraged if his reward is niggardly, but no one would 
commit himself to deducing from such a fact that his inventiveness 
was derived from the hope of a colossal reward. That there is a 
pretty prevalent desire to make money we must all allow, but it is 
not the sole or the fundamental motive force in economic function- 
ing. Much of this force proceeds directly from the individual’s 
inherent faculties without the aid of incentives, and in so far as 
incentives are responsible they are not all of them economic 
incentives. 

However, recognising that money counts personally in human 
affairs and is often over-valued is not the same thing as believing 
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that the expectation of gain plays the like part in the productive 
system as steam in the steam engine: that the larger the prospec- 
tive gain the better the work, as the higher the steam-pressure the 
greater the horse-power generated. It is true that the bad habit 
of excessive acquisitiveness can easily be contracted. Even the 
artist may prostitute his genius and aim at popularity and opu- 
lence, but otherwise he produces what his art tells him to produce, 
and then tries to sell it for as much as he can get. There is a 
greedy strain in human nature ; but it weakens among the really 
civilised as enlightenment brings out more agreeable qualities. 
That there is still a cult of money, we must all be aware, but people 
are turning away from it with indifference, if not with contempt. 
Today we seem to be a compound of idealism and self-seeking, 
with the former steadily gaining in ascendency ; though, maybe, 
in looking at the present against the sombre background of the 
past, one is liable to view things through glasses slightly rose- 
tinted. 

It used to be argued, as a sort of corollary from the raw “eco- 
nomic inducement ” creed, that, other things being equal, the 
joint-stock company could not be expected to show the same 
resourcefulness as the private business, because in the latter the 
benefit of exceptional originative power went to the owner, who 
was the efficient cause, whereas in the former it went in bulk to 
the shareholders, who were not the efficient cause. But recent 
history, according to my reading of it, lends but little support to 
this conclusion. The chairmen and managing directors of great 
concerns, whose earnings do not vary directly as the profits of their 
concerns, would not appear to be lacking in forcefulness as a class. 
Moreover, in the matter of taking the long view, and of insuring, 
by expenditure on research, that new discoveries and inventions 
will be forthcoming, joint-stock companies are anything but 
behindhand in comparison with private businesses. This teaching 
of experience is by no means surprising : self-expression in achieve- 
ment, for which capital under successful joint-stock organisation is 
comparatively unlimited, is ordinarily a deeper motive in human 
affairs than pecuniary gain with those who count most. Pretty 
much the same can be said of co-operative societies, municipal 
enterprises and such State schemes as the Central Electricity 
Board. We are getting to be a highly heterogeneous agglomera- 
tion of business types. In between private enterprise at the one 
extreme and social enterprise at the other extreme, we find in- 
numerable mixtures of both to choose from, embodying different 
degrees of public control to suit particular circumstances. This 
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must be all to the good, for it is inconceivable that any one 
arrangement should be superior to any other in every respect and 
for every purpose. Individual initiative is, of course, vital, in all 
ranks, whether in organisation, administration or executive work ; 
and progress depends on its cultivation. Sometimes it is exercised 
at its best, and to the greatest social benefit, in private under- 
takings, and sometimes in such group formations as those noticed 
above. 

The mistake of identifying monetary actuation with personal 
initiative lies at the root of the error I have been trying to expose. 
Initiative is an inherent power of human nature which can act 
spontaneously or in response to an outside stimulus. In the social 
system it is the motive force. The one-sided “ economic-incen- 
tive ’ theory was sometimes advanced to account for its operation 
in business matters. But nobody who had pondered over the 
matter could suppose for a moment that the thought of what paid 
one best was the primary fact and strenuous application merely 
the product or an expression of it. And unfortunately the 
confusion—which still survives, though less vigorously—bred 
other confusions which obscured the social problem. It was 
assumed by not a few that the thorough-going individualist 
accepted the false doctrine in question in its entirety. But this 
is not correct. An individualist is one who believes that the best 
is attained by allowing the maximum scope to freedom of action ; 
but he may profoundly dissent from the view that creativeness is 
generated only by expectation of gain and only in the degree of 
the gain foreseen. Again it was assumed by not a few that the 
socialist wholly rejected the doctrine and was all for suppressing 
the motive of recompense. This, however, is not so. The 
thorough-going socialist believes that the community functions 
most perfectly under a good deal of State direction, with design 
imposed from the top in place of the pattern made by the inter- 
play of unregulated competitive activities; but he may hold, 
nevertheless, that the initiative required for the most efficient 
working of the economic system can only be ensured by the 
scientific utilisation of adequate rewards. I am not concerned 
here to argue the issue as between those with individualistic 
leanings and those with socialistic leanings, but only to point out 
that clear thinking is called for unless the controversy is to prove 
-futile. What we have in hand now is an analysis of the forces at 
play in the community in its economic aspects. The moral 
question, how people ought to be guided in their actions, is some- 
thing over and above this. 
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Half the distrust of “‘ big business ”’ or any kind of ‘‘ combina- 
tion ” was rooted, I imagine, in the fear that monopoly must be 
the end of it and the exploitation of the consumer. Competition 
came to be regarded as the indispensable preventive. Conse- 
quently many who were fully alive to the wastefulness of thorough- 
going competition in many circumstances were fully prepared with 
their eyes open to preserve it intact—apart from very exceptional 
cases—rather than to run the risk of having to submit to the 
extortion and limitations of freedom which, in their view, mon- 
opoly would usually entail. But why assume such a terrible 
dilemma! There are no signs as yet that combination is absorbing 
the field of economic endeavour, and there is no sign as yet that 
the community taken as a whole is suffering from such amalgama- 
tions or other groupings as we have—though the existence of 
regrettable abuses must be allowed. Besides, there is a third 
course. Big business has its merits under certain conditions in 
eliminating effort that is wasteful from the public point of 
view, as I have already indicated, and there seems no reason why 
in the future, with greater knowledge of the problem and the 
development of public control, it should not be possible to suppress 
its anti-social menaces without sacrificing its usefulness. It is 
all a question of the balance of advantage in each instance, having 
regard to the powers that are available. The amputation of a 
limb is not always the best for the body as a whole. 

It is quite a mistake to suppose that business men and work- 
men are fundamentally different in their psychologies. They are 
not fundamentally different, and could not be, but are, on the 
contrary, fundamentally alike. It is because they are so much 
alike that they can quarrel so bitterly; and afterwards make up 
the quarrel so quickly. They merge into one another; and some 
members of the one class come out of the other. It cannot be 
disavowed, of course, that a basic psychology may get, and does 
to some extent get, overlaid by occupational and class sentiments. 
This is another question; but it makes it the more appropriate 
to examine separately the motivation of the two broadly dis- 
tinguished classes. We may turn, then, from the controlling 
to the other side; and after doing so we shall, I think, find our- 
selves even more sceptical about the dictatorship of the “ eco- 
nomic incentive.”” Much that has been said above of the em- 
ployer holds also of the employee. 

Chance, opportunity and environment play the dominant part 
in determining a person’s calling, but otherwise a young man 
usually becomes a mechanic, say, instead of a market-gardener, 
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not to make more money, but because he is a born mechanic, so to 
speak; or he chooses to be a market-gardener because his taste 
lies in that direction, though he may make /ess. In short, cal- 
culations of relative lucrativeness only appeal normally within a 
limited range of more or less equally attractive openings. The 
personal equation, given partly by nature and partly by circum- 
stances, is the governing factor. Children begin to talk, not 
because they see the advantage of talking, or are persuaded to do 
so, but because they must talk—as their distracted parents know 
full well. It is their instinct so to do: And some start drawing, 
not because they have been told that artists may make a lot of 
money, but because they cannot resist their inclination to draw. 
The young mechanic is the child grown up, with the same nature, 
only in his case, as reasoning plays a larger part, prospective 
earnings do become an important consideration. But always, 
with everybody, the seemingly sordid considerations reflect a 
mixture of motives and anticipated effects. That there are 
grasping workpeople, as there are grasping employers, nobody 
would dispute for a moment, but the discriminating observer will 
refuse to believe that greed is their salient characteristic, though, 
like other people, they want to have enough to live on in reasonable 
comfort. Also they want a “ fair share.” What should be 
regarded as a “ fair share ” is another story, and too long a one for 


the tail-end of this article. 
SyDNEY CHAPMAN 


Ware. 











WAR-TIME CHANGES IN THE ORGANISATION OF 
TWO GROUPS OF EASTERN COUNTIES FARMS 


THE pattern of agriculture in any area is the result of the 
combined judgment of its farmers as to the best method of utilising 
available resources, and, as farmers are continually trying to find 
a balance between their natural and their economic environment, 
the pattern is continually changing. 

Normally this adjustment to changing levels of prices and 
costs is relatively slow. Even during a violent depression the 
farmer tends to wait for improved prices, and does not easily 
abandon accustomed practice. Moreover, if and when he decides 
to do so, the rate at which alterations can be effected is influenced 
by the long-term nature of the agricultural process. A general 
) transition, for example, from wheat-growing to milk production, 
from tillage to grassland, cannot be accomplished easily. Cow- 
| sheds must be erected, pastures established, dairy-stock selected 
and bred, and several years must elapse before the change in 
intention is translated to a substantial increase in the dairy herd. 
y 7 Shifts from pasture to tillage, however, occur more rapidly, 
: particularly when agriculture is being forcibly adapted to war- 
time needs. In this investigation it is proposed to examine 
the changes, both physical and monetary, which have occurred 
in two groups of farms in the Eastern Counties between 1938 
and 1943, and, by recalculating income, output and expenditure 
on the basis of 1938 prices and costs, to estimate the capacity 
for survival of the 1943 form of production in the event of a return 
to the price and cost conditions of 1938. Stated simply, the 
problem is to ascertain whether the 1943 organisation would have 
paid the farmer better at 1938 prices and costs than the organisa- 
tion actually followed in that year. 

The farms concerned are situated on the central Norfolk 
loams and the south Essex London clays, and financial and other 
data are available for each of the six years 1938-43. There are 
twenty-five farms in each group, and the sample is identical 
throughout the period. The price and cost indices used in cal- 
culating at 1938 levels income and expenditure during the war 
years are derived as far as possible from the actual prices and costs 
on the farms during the years in question. In the case of livestock, 
however, the weights of stock sold were not available, and here 
prices were adjusted by using the official harvest year index- 
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numbers for fat and store stock. In this connection it should be 
noted that the financial data throughout refer to the harvest year. 
This means, for example, that for 1938 crop receipts refer to crops 
harvested in 1938 and for the most part sold at the 1938-39 harvest 
year prices, while receipts for livestock and livestock products 
are those received during the harvest year 1937-38. The official 
price indices for certain individual agricultural commodities 
for the harvest years 1933-34 to 1938-39 are given in Table I. 


TABLE I 


Index Numbers and Prices of Individual Agricultural Products 
for the Harvest Years 1933-34 to 1938-39. 


(Base 1927-28 to 1929-30 = 100) 
| 














| 1933- 34.) 1934-35. | 1935-36. | 1936-37. | 1937-38. | 1938-39. 
Wes . . ot ef | 51 63 | 93 | 86 47 
Barley . . . 91 | 84 83 95 | 120 77 
es a oe 70 | 90 96 71 
Potatoes . ~ : 73 | #98 136 =| 165 | 116 91 
Sugar-beet . > 74 76 | 72 74 | 78 86 
Fruit i ‘ - 88 114 | 97 | 95 127 103 
Vegetable : . 94 | 83 104 83 | 97 90 
Wheat (incl. sub.) . 97 | 89 93 93 | 102 102 
Milk ‘ 89 | 85 86 90 | 102 — 
Milk (incl. sub. ) ‘ 90 | 88 88 91 _- aa 
Eggs. 69 | «#70 77 so | 87 kat 
Poultry . ; ‘ 80 | 79 : 5 ae | 86 
Fat cattle ‘ 75 | 70 71 ae 85 —_ 
Fat cattle (incl. sub. ) — | 80 82 87 | 96 — 
Fat sheep ‘a 76 i Bede 
Fat pigs (baconer) m6 | @ 72 80 | 78 | — 
' ' | | 











It will be seen that during the harvest year 1938-39, when the 
crops of the 1938 harvest were being sold, a sharp fall occurred 
in the general level of crop prices, and particularly in the world 
price of wheat. In consequence, the amount of subsidy which had 
to be paid on the 1938 wheat crop was substantially higher than 
in the 1937. The use of 1938 as the base year in the present 
enquiry, therefore, probably tends to exaggerate the amount 
of subsidy which would normally be required to support the 
1938 wheat acreage. In 1938 there were no subsidy payments 
on milk. 


General Description of Areas 


The districts concerned provided before the war a striking 
contrast in soil and in farm organisation. The central Norfolk 
loams lie to the west and south-west of Norwich, and cover some 
400,000 acres. The soil is a medium loam with good natural 
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drainage, and capable of growing a variety of crops. Farms and 
fields are small, the average size in the present sample being 140 
acres. Before the war just over two-thirds (68-5%) of the farmed 
land was under the plough. Cereals, of which barley was the 
most important, occupied approximately 38% of the area, 
fodder crops nearly 10%, sugar-beet between 7°% and 8% and 
clover and seeds between 13% and 14%. Together, wheat, 
barley and sugar-beet accounted for 41° of the cash income. 
The district was heavily stocked and the acreage in fodder crops 
high for the Eastern Counties. After the 1914-18 war there was a 
considerable increase in dairying and in 1938 just over a fifth 
of the gross income was derived from sales of milk, a large part 
of which went to the London market. Sales of horned stock, 
partly fat cattle and partly by-products from the dairy industry, 
were little less than sales of milk. Pigs were also important. 
The area therefore produced a fairly wide range of agricultural 
crops and livestock on a system of mixed arable farming. 

The south Essex London clay extends to approximately 
200,000 acres, and stretches from Epping towards Southend. 
It is separated from the coast on the east and from the Thames 
estuary on the south by a strip of alluvials, gravels, and in the 
Southend district by brick earth. The soil is stiff, intractable 
clay, of which before the war probably as much as 20% required 
draining. Farms are larger than in central Norfolk, the average 
size in the sample being 190 acres. Before the war the area was 
the principal grazing district in the Eastern Counties, roughly 
three-quarters (71% in 1938) of the farmed land being under 
permanent pasture. Crop sales, of which over half were from 
wheat, were of little importance, amounting in 1938 to less than 
20%, of the gross income. Small amounts of sugar-beet, potatoes 
and market-garden crops were grown, but barley—an important 
source of income in central Norfolk—represented less than 1% 
of gross income. The area (with over fifteen dairy cows per 100 
acres) was the principal dairying district in the Eastern Counties. 
It also was the most densely stocked and carried twenty-four 
livestock units per 100 acres, compared with 18-8 livestock units 
in central Norfolk. Receipts from livestock and livestock pro- 
ducts accounted for over 80% of gross receipts, dairy produce 
alone accounting for 55%. All milk was sold liquid. 14% of 
gross income was derived from horned stock (mainly by-products 
of the dairy industry), between 5% and 6% from poultry and eggs 
and just over 4% from pigs. 

The average farm income, the subsidies included in farm in- 
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come, and farm income less subsidies from 1931 to 1938 (1934 
excepted) is given in Table II in £ per tarm, and refers to an average 
of twenty-five farms in each year. 











TABLE II 
Farm Income and Subsidies in Various Years. 
(£ per farm) 
Central Norfolk. South Essex. 
Subsidies Farm Subsidies Farm 
Farm included income Farm included income 
income. in farm less income. in farm less 
income. | subsidies. income. | subsidies. 
(a) (b) (c) (a) (0) (c) 
£ £ £ £ 
1931 —34 — —34 218 — 218 
1932 —4 50 — 54 173 21 152 
1933 114 78 36 178 46 132 
1935 210 75 145 262 39 223 
1936 163 28 135 291 12 279 
1937 189 32 157 198 12 186 
1938 167 134 33 148 59 89 























Includes subsidies on cereals and fat cattle, but not on sugar-beet. 


It will be seen that between 1931 and 1938 farming in south 
Essex was generally more profitable than in central Norfolk, 
and that the difference in favour of the former district is even 
more striking if subsidies are deducted from both groups. 

At the outbreak of war, therefore, central Norfolk and south 
Essex provided a striking contrast in farm organisation. Both 
were producing substantial quantities of milk. But whereas 
in central Norfolk milk was mainly a product of arable farming, 
in south Essex it was produced by a combination of grassland and 
purchased feeding-stuffs. In fact it might be said that central 
Norfolk in 1938 provided the pattern towards which British 
agriculture was to move during the war years, while in south 
Essex drastic changes were necessary to get agricultural pro- 
duction on a war footing. 


War-Time Changes 
The distribution of arable land, cereals, fallow crops and pas- 
ture per 100 acres of agricultural land in the sample from 1938 
to 1943 is given in Table ITT. 
In central Norfolk little change in the broad distribution of 
cropping occurred between 1938 and 1943. Arable area as a 


percentage of total crops and grass rose from 68-5% to 71-1%, 
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the increase being absorbed in the production of cereals. In 
south Essex, on the other hand, the arable area doubled, rising 
from 26-4% to 54:1% of crops and grass. The most noteworthy 
increase in acreage was that of wheat, which rose from 10-3% 
of crops and grass in 1939 to 23-2% in 1943, while the cereal area 
as a whole rose from 16-5% to 32-1%. The position is given in 
greater detail in Table IV, which contrasts the distribution of 
crops per 100 acres in both districts in 1938 and in 1943. 


TaBLeE III 
The Distribution of Arable Land, Cereals, Fallow Crops and 


Pasture on Twenty-five Identical Farms in (a) central Norfolk 


and (b) south Essex. 
(Per 100 acres) 








| Central Norfolk. South Essex. 

| Fall Pasture — Pasture 
|Arable. |Cereals.| F@llow| and |Arable. |Cereals.| Flow! ang 

| crops. | waste. crops. | waste. 





acres acres acres acres acres acres acres acres 


1938 68-5 36-7 18-1 31-5 26-4 16-6 6-1 73°6 
1939 68-1 37°6 17-3 31-9 28-0 16-6 6-1 72-0 
1940 69-7 39-1 16-9 30-3 32-7 20-9 6-7 67-3 
1941 69-7 37-7 18-4 30-3 43-8 28-3 9-6 56-2 
1942 70-3 37-1 18-0 29-7 49-5 27-9 14-5 50-5 
1943 71-1 39-4 17-1 28-9 54-1 33°8 12-2 45-9 





























Tables V and VI give the distribution of the actual gross 
income in £ and percentage! in both districts in each year. Tables 
VII and VIII give the gross income in £ and percentage calculated 
throughout at 1938 prices. In the latter tables, therefore, the 
differences between years indicate the physical changes which 
have occurred in the sale of individual commodities. 

Dealing first with actual incomes from Table V, it will be seen 
that between 1938 and 1943 gross income per 100 acres of crops 
and grass in central Norfolk increased from £878 to £1,540. 
Throughout the period the proportion of gross income derived 
from stock fell from 55-8% to 42-7%, while gross income from 
crops rose from 45-4% to 565%. Among individual crops 
the most striking feature was the increased proportion of income 
derived from barley, which rose from 16-7% in 1938 to 35-1% 
in 1942, and fell back to 30-4% in 1943. This increase was due 
to the disproportionate rise in barley prices, which had risen by 249 


1 Gross income represents farm sales plus or minus changes in valuation. 
—_ output which will be met later represents gross income less purchases of 
ivestock. 
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points (1938 = 100) in 1942 and by 182 points in 1943, and com- 
pares with a rise of 66 points and 85 points in the case of wheat. 
In south Essex gross income per 100 acres rose from £941 in 1938 
to £1,664 in 1943. In this case the change in the distribution 
of income was much more striking. In 1943 45-5% of gross 
income was derived from crops and 50-6% from stock, compared 
with 19-6% from crops and 80-1% from stock in 1938. The pro- 
portion of income derived from wheat rose from 11-4% to 26%, 
while the proportion from milk fell from 53-3% to 33-6%. 


TABLE IV 


Distribution of Cropping in 1938 and 1943 on Twenty-five Identical 
Farms in (a) central Norfolk and (b) south Essex. 
(Per 100 acres) 


























Central Norfolk. South Essex. 
| 1938. 1943. 1938. | 1943. 
acres acres acres acres 
Wheat 13-2 13-4 10:3 23-2 
Barley ‘ ‘ : é - | 183 19-4 1-2 | 2-7 
Oats . ; ; : ‘ aa 4-8 5-9 5-1 | 6-2 
Beans and peas 0-6 1-2 1-5 3-2 
Mixed corn . O-4 0-2 -- | 1-7 
Fodder roots 8-7 8-4 0-9 | 1-5 
Other green crops . 1-0 1-6 0-6 0-6 
Potatoes ; — — 0-9 | 3-1 
Sugar-beet 6-4 5-1 0:3 | 1-0 
Bare fallow . 1-3 0-1 1-2 1-3 
Market garden—seeds and fruits 0-1 0-6 OF <4 1-5 
Clover and seeds . ; 13-7 14-7 3:7 | 8-1 
Total arable 68-5 71-1 26-4 | 54-1 
Permanent pasture 28-5 23-9 71-0 | 43-8 
Rough grazing : ; + 1-3 2-6 1-3 0-4 
Woods and waste . : : |. 2-4 1s |) 7 
Total area . | 100-0 | 100-0 | 100-0 | 100-0 





It is, however, Tables VII and VIII which provide the most 
interesting contrast. Valued at 1938 prices, the gross income in 
central Norfolk per 100 acres was £817 in 1943, compared with 
£878 in 1938—.e., if the system of farming practised in 1943 in 
central Norfolk had been in operation at the 1938 level of prices 
the gross income in the area would have been less than it actually 
was in 1938. Here again there is an increase in the proportion 
of income derived from crops with the concomitant reduction in 
income from livestock. In physical terms milk sales increased 
by roughly 12%, but sales from other cattle were halved, while 
pigs sold were less than a quarter of the 1939 figures. The amount 





TaBLE V 
Gross Income (£) per 100 Acres for the Six Years 1938-43 in an Identical Sample of Twenty-five Farms in central 





Norfolk and in south Essex. 
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of wheat sold was also less than in 1939, but that of barley in- 
creased by 11%. Broadly, the reduction in total gross income 
is due to the loss of income from livestock, as the total income from 
crops (£379 in 1938 and £384 in 1943) is roughly the same in both 
years. 

In south Essex gross income adjusted to 1938 prices was 
£948 in 1943, compared with £941 in 1938. But, as might be 
expected from the cropping data, a substantial redistribution 
of gross income occurred in the district. From 1939 onwards 
there was a steady reduction in the proportion of income derived 
from livestock and livestock products—£753 in 1938, £824 in 
1939, and then steadily down to £518 in 1943. The main decline 
took place in milk, the adjusted value of which fell from £521 
in 1938 to £356 in 1943—i.e., by 31%. By contrast, income from 
crops increased from £185 in 1938 to £396 in 1943—+.e., by 114% — 
while the proportion of income derived from crops rose from 18-1% 
to 41-8°% in the period. In particular crops, physical sales were 
more than doubled in the case of wheat, and quadrupled in the 
case of barley; the value of market-garden crops sold increased 
threefold, while that of sugar-beet and potatoes increased two 
and a half times and four times respectively. In terms of value 
at 1938 prices, therefore, gross incomes in central Norfolk fell by 
6-9%, and in south Essex: rose by 0-75%. 

Dealing next with gross expenditure, Tables [IX and X give 
the actual and percentage distribution of expenses in each year 
between 1938 and 1943, while Tables XI and XII give the same 
figures adjusted to 1938 levels of cost. It will be seen (Table IX) 
that in central Norfolk expenditure per 100 acres rose from £790 
in 1938 to £1,062 in 1943, an increase of 13-4%. In south Essex 
similar figures were £829 and £1,203 respectively—a rise of 14-4%. 

In both groups there was a striking increase in the proportion 
of expenditure represented by labour, which between 1938 and 
1943 increased from 34:9% to 43-2% in central Norfolk and 
from 25-9% to 33-0% in south Essex. 

Over the same period expenditure on feeding-stuffs as a 
percentage of total expenditure fell from 13-7% to 6-2% in the 
first district, and from 26-6% to 9-4% in the second. 

If, however, we turn to Table XI, we find that when costs 
are adjusted to 1938 levels the actual amount of labour being 
used in central Norfolk in 1943 was rather less than 1938: while 
even in south Essex, in spite of very great changes in farm organ- 
isation, the amount of labour required was not significantly 
higher. Nor can the small rate of increase in the latter district 
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Identical Sample of Twenty-five Farms in central Norfolk and in south Essex. 


Percentage Distribution of Gross Expenditure per 100 Acres Adjusted to 1938 Prices for the Six Years 1938-43 
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be explained by an increase in work done by contract. In the 
case of purchased foods the amount purchased in central Norfolk 
fell from £108 to £53, and in south Essex from £221 to £89. This 
decrease in the amount of purchased feeding-stuffs was accom- 
panied by a reduction in livestock output, the significance of which 
will be discussed later. The increase in arable area in south 
Essex resulted in the purchase of twice the amount of fertilisers 
and nearly three times the amount of seeds. Purchases of live- 
stock were substantially reduced in both districts. 

Gross Output is defined as gross income adjusted for changes 
in valuation less purchases of livestock. Actual and adjusted 
Gross Outputs for both districts are given in Table XIII. 


TABLE XIII 


Actual and Adjusted Gross Output. 
(Per 100 acres) 




















Central Norfolk. South Essex. 
| 
Adjusted to Adjusted to 
Actual. | 1938 prices. Actual 1938 prices. 
£ | £ £ £ 
1938 771 771 827 827 
1939 850 839 1,002 949 
1940 1,074 758 1,085 861 
1941 1,256 796 1,252 825 
1942 1,673 825 1,465 865 
1943 1,459 | 759 1,548 870 





It will be seen that in terms of cash values gross output in central 
Norfolk increased steadily from £771 in 1938 to £1,673 in 1942, 
and then fell to £1,459 in 1943, the fall in the latter year being due 
to the decline in barley prices. In south Essex, on the other hand, 
where the barley crop was of considerably less importance than 
wheat, the actual gross output rose steadily from £827 in 1938 
to £1,548 in 1943. Measured at 1938 prices, however, gross 
output in central Norfolk during the war was less than the 1938 
output in 1940 and 1943, and greater in 1939, 1941 and 1942. 
But in none of these years was the increase more than 9% above 
the 1938 figures. In south Essex gross output, calculated at 
1938 prices, was higher than in 1938 in every year except 1941. 
As in central Norfolk, the greatest increase (14°) occurred in 
1939. 

We have seen that before the war both central Norfolk and 
south Essex, but particularly the latter district, used large 
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quantities of purchased feeding-stuffs. During the war these 
purchases have been greatly reduced, while a greater proportion 
of the war-time livestock output has been derived from home- 
grown foods. The relationship between livestock output, crop 
output and purchased foods (adjusted to 1938 prices) in both 
central Norfolk and south Essex is shown in Table XIV. 


TABLE XIV 


Relationship between Livestock, Crop Output and Purchased 
Feeding-Stuffs Valued at 1938 Prices. 


(Per 100 acres) 











| Central Norfolk. South Essex. 
Exp. on Output Output Exp. on Output Output 
purchased from from purchased from from 
foods. livestock. crops. foods. livestock. crops. 
£ £ £ £ £ £ 

1938 108 382 379 221 639 170 
1939 125 428 401 252 707 218 
1940 128 440 309 220 665 169 
1941 85 492 296 167 527 261 
1942 77 417 399 92 484 350 
1943 53 366 383 89 440 396 























It will be seen that pre-war quantities of purchased feeding- 
stuffs were available in both districts until 1940, but that they fell 
steeply in 1941. In central Norfolk the output from livestock 
was greater than in 1938 in every year except 1943, while in 
south Essex it declined steadily over the period. Crop output 
in central Norfolk did not change greatly between the years, 
but in south Essex the 1943 output from crops was nearly two 
and a half times greater than in 1938. In this connection it is 
interesting to ascertain how far the loss of purchased feeds could 
have been made good if the increased home production of cereals 
had been fed to livestock. It will be seen that in central Norfolk 
expenditure in feeding-stuffs was £55 lower in 1943 than in 1938; 
crop sales rose by £4, while livestock output was only £16 lower. 
In this group of farms the livestock output has been well main- 
tained, and the loss of purchased feeding-stuffs has been largely 
made good by better utilisation of available supplies and by 
increased production of fodder crops and concentrates on the farm. 
In the same way, examining the south Essex figures, £132 less 
feeding-stuffs were purchased in 1943 than in 1938. In this case, 
however, sales of crops increased by £226, while livestock output 
fell by £199. If therefore the increase in crops sold could have 
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been used for feeding livestock, the livestock output would prob- 
ably have been maintained. 


Changes in Labour Force and in Gross Output per Man 


Gross output per man or per £100 spent on labour provides 
an index of labour efficiency. In central Norfolk and south Essex 
the number of men required per 100 acres has generally been less 
during the war than in 1938. This is perhaps not surprising 
in central Norfolk, where farm organisation has changed little 
during the war. But it is surprising in south Essex, where it 
has been possible to more than double the arable area (from 
26-4%, of crops and grass to 541%), and to double the acreage 
of both cereals and fallow crops using the labour released by a 














TABLE XV 
Actual and Adjusted Gross Output per Man. 
| Central Norfolk. South Essex. 
| 
| Gross Gross 
Actual output a at Actual output We. af 
gross per man ttle gross per man ptt 
output adjusted ihe output adjusted poner ~ an 
| per man. | to 1938 — per man. | to 1938 F 
| prices. prices. 
1938 | 222 | | 3°47 308 308 2-68 
1939 258 255 3-29 381 361 2-63 
1940 | 331 234 3°24 448 356 2-42 
1941 | 376 238 3°34 491 323 2-55 
1942 | 507 250 3-30 581 343 2-52 
1943 | 434 226 3-36 559 | 314 2:77 

















24% reduction in the number of livestock per 100 acres, and by the 
increased use of tractors, the number of which have risen from 10 to 
30. It should be noted that although an increase in the amount of 
_ contract work has occurred in this area, the increase is roughly 
proportional to the increase in cereal area, and is due to an in- 
crease in the volume of grain to be threshed, and not to expenditure 
on cultivation. The number of men per 100 acres and the actual 
and adjusted gross output per man are given in Table XV. 

Actual gross output per man has increased substantially in 
both districts, rising in central Norfolk from £222 in 1938 to 
£434 in 1943, and in south Essex from £308 to £559. When 
gross output per man is calculated at 1938 prices and costs, 
the result is much less spectacular. It would appear, therefore, 
that the great increase in actual output is the result of higher 
prices rather than of increased efficiency in labour organisation. 
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It must be noted, however, that the labour force in 1943 is not 
comparable with that of 1938. Many of the younger men are 
in the Services, and their place has been taken by prisoner labour, 
land girls and other men. Better organisation of labour may be 
masked by a deterioration in its quality. 


Changes in Capital Requirement 


Table XVI gives an estimate of farm capital in each year, 
together with its valuation on the basis of 1938 prices. 


TaBLE XVI 
Farm Capital per 100 Acres. 











| 
| Central Norfolk. South Essex. 
At 1938 At 1938 
Actual. prices. Actual. prices. 
£ £ £ £ 
1938 1,151 1,151 893 893 
1939 1,197 1,184 982 914 
1940 1,415 993 1,214 955 
1941 1,662 1,046 1,495 1,048 
1942 2,147 1,126 1,723 1,100 
1943 2,043 1,112 1,909 1,162 

















This estimate of farm capital is formed by the valuation of live- 
stock, crops, implements and machinery. The livestock valuation 
represents the mean of the valuation at the beginning and end 
of the financial year. The implement and machinery valuation 
is the estimate of their value at the end of the financial year. 
These estimates assume the farm as a going concern, and are 
probably considerably below the replacement value of imple- 
ments at the present time. Crop valuations represent the value 
of all crops grown on the farm during the current cereal year. 
Corn, sugar-beet, potatoes and other crops generally sold are 
valued on the basis of their yield and estimated market price, 
while young seeds, bare fallows, folding and other root crops 
have been valued at standard rate based on earlier cost investiga- 
tions. It must, however, be emphasised that while the amount 
of capital invested in livestock and implements and machinery 
remains fairly constant throughout the year, there are marked 
seasonal variations in the amount invested in crops. The above 
method of calculating crop valuations shows the maximum 
valuation under this heading. Further, at the present time, 
when crops represent a large proportion of gross income, and are 
contributing the greater part of farm profits, these valuations 
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will contain a considerable ..ement of profit. The very sub- 
stantial apparent increase in farm capital therefore given in 
Table XVI exaggereves the increased need for working capital 
by the sitting tenant during the war years. In these circum- 
stances a more accurate assessment of working capital is obtained 
by taking the difference between total expenditure and receipts 
from livestock and livestock products, plus the opening valuation 
for livestock and the closing valuation for implements and machi- 
nery. This formula rests on the assumption that weekly receipts 
from sales of livestock and livestock products are available 
throughout the year to meet current expenses, and that as 


TABLE XVII 


Actual Expenses, Receipts for Livestock, and Livestock and Imple- 
ment Valuation in Each Year. 
(£ per 100 acres) 


























Central Norfolk. South Essex. 

| | Re- Cur- Re- Cur- | 

| | , Imple- ‘ Imple- 

ce | ae pepe | Loe | tee | ee | ee 

| sina live- ne : —- sential hem .* g ; =_ 

| stock. | val. 5 stock. | val. 4 

mz £ s |; ¢ £ £ | # £ 
1938 | 790 489 413 160 829 753 471 170 
1939 | 750 496 402 152 857 854 459 175 
1940 | 922 654 423 154 952 915 538 196 
1941 | 993 784 474 166 1,050 862 585 227 
1942 | 1,116 778 559 171 1,131 918 534 258 
1943 | 1,062 658 589 156 1,203 840 | 551 240 











working capital the farmer must find the balance between total 
expenditure and receipts from livestock and livestock products, 
together with capital invested in livestock and implements. 
He will also require enough money to maintain himself and his 
family throughout the year, but the cost of living on a farm has 
risen little during the war, so that this sum may be assumed 
to be constant. Actual expenses, receipts from livestock, and the 
livestock and implement valuation in each year are given in Table 
XVII. 

Table XVIII gives the break up of the new estimate of farm 
capital. 

From Table XVIII it will be seen that on this basis the amount 
of Working Capital required in central Norfolk rose from £874 
in 1938 to £1,149 in 1943, or by 31-5%, while in south Essex it 
rose from £717 to £1,154, or by 60-1%. As might be expected, 

















1946] WAR-TIME CHANGES OF EASTERN COUNTIES FARMS 77 


the increased demand for Working Capital was greatest in south 
Essex, where, as we have already; geen, war-time needs required 
a much greater shift in the form of agricultural production than 
in central Norfolk. It will also be seen hy reference to Table 
XVIII that the main increases in capital requirement coincided 
with the decline in the proportion of income derived from live- 
stock and livestock products. Thus in central Norfolk, where 
receipts from livestock and livestock products were maintained 
until 1941, little additional capital was needed until 1942, when 


TaBLeE XVIII 
Estimate of Working Capital Required. 
(£ per 100 acres) 























Central Norfolk. South Essex. 
: Expenses - Expenses 
Live- Live- 
—sales of —sales of 
— — livestock | Total — — livestock | Total 
. wall and capital. = oul and capital. 
e * | livestock < mi * | livestock 
. products. : products. 
£ £ £ £ £ £ £ £ 
1938 413 160 301 874 471 170 76 717 
1939 402 152 254 808 459 175 3 637 
1940 423 154 268 854 538 196 37 771 
1941 474 166 209 849 585 227 188 1,000 
1942 559 171 338 1,068 534 258 213 1,005 
1943 589 156 404 1,149 551 240 363 1,154 

















only 43-3% of total income was obtained from livestock, compared 
with 56-4% in 1938. In south Essex, on the other hand, a 
substantial decline in the proportion of income derived from 
livestock occurred in 1941—63-1%, compared with 76-5% in 
1938. In the early years of the war, therefore, the industry 
was probably largely financed by the increased prices received 
for agricultural produce and by capital realised in disposing of 
pigs and poultry. 


Farm Income 
Farm income is the difference between gross income and gross 
charges, and is the amount available to the farmer to defray 
interest on loans and to remunerate him for his own labour and 
capital investment. The actual and adjusted farm incomes 
for each year in both districts are given in Table XIX. 
It will be seen that in central Norfolk actual farm income rose 
steadily from £88 per 100 acres in 1938 to £686 in 1942, and then 
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fell to £478 in 1943—75% of the fall in the latter year being due 
to the reduced income from barley, which followed the reduction 
of the controlled prices from 140s. to 110s. a quarter. In south 
Essex farm income rose from £112 in 1938 to £467 in 1942, and, 
as barley was an unimportant crop, fell only slightly to £461 in 
1943. It is evident, therefore, that at war-time levels of prices 
and costs the central Norfolk system of farming has been generally 
more profitable than that of south Essex. This is perhaps to be 
expected, as in the early years of the war prices were adjusted to 
favour the types of produce which central Norfolk was already 
growing. 

The position is reversed, however, when we examine the 
margin between gross income and gross charges both recalculated 


TABLE XIX 


Farm Incomes. 
(Actual and adjusted £ per 100 acres) 














Central Norfolk. South Essex. 
| 
| Income at Income at 
— | 1938 prices eno | 1938 prices 
come. | and costs. come. | and costs. 
£ | £ £ £ 
1938 88 88 12 | 112 
1939 | 180 | 167 269 195 
1940 | 277 90 243 163 
1941 | 397 161 316 | 133 
1942 686 187 467 223 
1943 | 478 135 461 186 
| 





at 1938 price levels. Then it will be seen that farm incomes 
in central Norfolk would have risen from £88 in 1938 to £187 in 
1942 and then fallen to £135 in 1943, while in south Essex they 
would have risen from £112 in 1938 to £223 in 1942, and then fallen 
to £186 in 1943. In this case farm incomes in south Essex would 
have been higher than in central Norfolk for all years except 1941. 
But in comparing farm incomes, calculated at 1938 prices 
and costs, over the period 1938-43, it is interesting to consider 
separately the fraction of income derived in each year from the 
subsidy payments which entered into 1938 prices. This is shown 
in Table XX. 

Column (2) gives the sum of the subsidies on wheat, barley and 
oats, and fat cattle, while column (3) includes in addition the sub- 
sidy on sugar-beet obtained by dividing the value of the beet 
subsidy and revenue abatement in 1938 by the total beet tonnage 
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and multiplying by the annual tonnage produced in the sample 
farms in each district. 

The subsidies actually paid in 1938 on cereals and fat cattle 
per 100 acres of crops and grass amounted to £107 in centval 
Norfolk and to £64 in south Essex. Including the sugar-beet 
subsidies, they were £167 and £67 respectively. This means that 
without the first group of subsidies the average farm income per 
100 acres in central Norfolk in 1938 would have amounted to 
(88-107)—+.e., £—19—and in south Essex to (112-64)—#.e., £48— 
and without the second group to (88-167)—i.e., £—84—and (112- 











TABLE XX 
Farm Incomes at 1938 Prices and Costs with and without Subsidy 
Payments. 
(£ per 100 acres) 
Central Norfolk. South Essex. 
Adjusted Adjusted 
Subsidy farm income Subsidy farm income 
_Ad- Payments. | less subsidies _Ad- Payments. | less subsidies 
juste included in |Justed included in 
farm farm 
in- in 
come.| Not come.| Not 
incl. | 1"¢!- | Col. 2.| Col. 3. incl. | 1¢l- | Col. 2.| Col. 3. 
S.B. inet S.B. —e 


M}e2!}|e@!| ml) ot? wm!) e@]e®] @)] @ 


£ £ £ £ £ £ £ £ £ £ 

1938 88 107 167 |— 19 | —84] 112 64 67 | + 48/+ 45 
1939 | 167 102 162 |+ 65 | + 5] 195 52 56 | +143 | +139 
1940 90 79 131 |+ 11 | —41 ] 163 44 60 | +119} +103 
1941 | 161 71 130 |+ 90 | +31 ] 133 65 72 |+ 68/+ 61 
1942 | 187 76 139 |+111 | +48] 233 96 107 | +137] +126 
1943 | 135 91 151 |+ 44 | —16] 186 139 149 | + 50/+ 37 






































67)—i.e., £45. It is evident, therefore, that in 1938 central 
Norfolk farms were much more heavily subsidised than those in 
south Essex. It is also evident from Table XX that if the system 
of farming practised in the war years had operated in 1938 the 
dependence on subsidies of central Norfolk would have been 
slightly reduced, while those of south Essex would have sub- 
stantially increased. In the latter district, for example, if the 
1943 organisation had operated in 1938, subsidy payments per 
100 acres (not including sugar-beet) would have been £139, com- 
pared with £64, and, including sugar-beet, £149, instead of £67. 
Further it is extremely probable that if the 1943 acreage of market- 
garden crops and potatoes had been grown in south Essex in 
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1938 they would have been unable to find a market at 1938 
prices with a consequent reduction in incomes. In central 
Norfolk, on the other hand, the reorganisation of agricultural 
production towards milk would in 1938 have increased the 
stability of the farm organisation and reduced the dependence 
in the area on subsidised crops. 


Social Output 


This is the amount available to the three partners of the 
industry—to the landlord, the farmer and the labourer. It is 
therefore the sum of the gross rent, the farm income and wages 
(including family labour other than that of the occupier). It is 
a measure of considerable importance, and has been described 
as “a standard of judgment for the whole agricultural community 
for the amount of the net output determines the limit of possible 
incomes.” 

The composition of actual social output per 100 acres in both 
districts is shown in Table XXT. 


TABLE XXI 


Composition of Social Output in Both Districts. 
(£ per 100 acres) 











| Central Norfolk. South Essex. 

Farm Exp. Net Farm Exp. Net 

in- Rent. in out- in- Rent. in out- 

come. labour.| put. | come. labour.| put. 

£ £ £ £ £ £ £ £ 

1938 88 101 276 465 112 96 215 423 
1939 180 101 271 552 269 96 223 588 
1940 277 102 310 689 243 98 237 578 
1941 397 102 374 873 316 88 293 697 
1942 686 104 451 1,241 467 88 357 912 
1943 478 104 460 1,041 461 91 398 950 





























Net output per 100 acres in central Norfolk rose from £465 
in 1938 to £1,041 in 1943, while in south Essex it rose from £423 
to £950. In both districts farm incomes increased four-fold, 
while expenditure in labour was less than doubled. Rent showed 
little change in both districts, the fall in south Essex being due 
to a reduction granted as a result of disturbance by one of the 
services. 

The proportion of net output taken by each of the three 
partners in the industry is given in Table XXII. 

It will be seen that in central Norfolk in 1938 farm income and 
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rent each absorbed roughly 20% of social output, and labour 
the remaining 60%, whereas in 1943 farm inccme and labour 
each absorbed approximately 45%, and rent the remaining 10%. 
The position in south Essex was roughly similar. It is evident 


TABLE XXII 


Percentage Distribution of Actual Net or Social Output between 
Profits, Labour and Rent. 











Central Norfolk. South Essex. 

Farm Exp. Net | Farm Exp. Net 
in- Rent. on out- in- Rent. on out- 
come. labour.| put. come. labour.| put. 

% % % % % % 
1938 18-9 21-7 59-4 100 26-5 22-7 50-8 100 
1939 32-7 18-3 49-0 100 45-7 16-3 38-0 100 
1940 40-2 14:8 45-0 100 “42-0 17-0 41-0 100 
1941 45:5 11-7 42-8 100 45-3 12-6 42-0 100 
1942 55:3 8-4 36-3 100 51-2 9-6 39-0 100 
1943 45-9 10-0 44-1 100 48-5 9-6 41-9 100 





























from these figures that during the war the actual and relative 
position of the landlord has considerably deteriorated. In the 
central Norfolk area, for example, rent rose by less than 3% be- 
tween 1938 and 1943. It should, however, be borne in mind 


TaBLE XXIII 


Social Output Adjusted by 1938 Prices and Subsidies. 
(£ per 100 acres) 











Central Norfolk. South Essex. 

Subsidies, Social Subsidies, Social 

Social including | output, Social including | output, 
output. sugar- less output. sugar- less 

beet. subsidy. beet. subsidy. 
£ £ £ £ £ £ 
1938 465 167 298 423 67 356 
1939 526 162 364 502 56 446 
1940 444 131 313 450 60 390 
1941 525 130 395 432 72 360 
1942 547 139 408 621 107 417 
1943 501 151 350 508 149 361 























that as all farmers in this sample occupied their farms before 
the war, they are only typical of sitting tenants, and the position 
is likely to be different where farms have changed hands. It is 


apparent, however, that in the case of sitting tenants the rise in 
No. 221.—voL. LVI. G 
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rent has not been sufficient to offset the increased liabilities of 
the landlord which have resulted from rising costs. In con- 
sequence, either the maintenance of the fixed capital of the farm 
is absorbing a higher proportion of the rent, or it is being allowed 
to deteriorate. Table XXIII gives social output adjusted to 
1938 prices with and without subsidies for both districts. 

When recalculated on the basis of 1938 prices it will be seen 
that the war years have given a higher social output per 100 
acres than 1938. In central Norfolk it rose from £465 to £501 
between 1938 and 1943, and in south Essex from £423 to £508. 
But social output given above includes subsidies which in practice 
represent a transfer of income from the non-agricultural to the 
agricultural section of the community. On examining the ex- 
tent of these subsidies, it is evident that whereas in central 
Norfolk the subsidy included in social output fell from £167 to 
£151, in south Essex it rose from £67 to £149. In the latter area, 
therefore, the adjusted social output less subsidy in 1943 was only 
£5 higher than in 1938. 


Conclusions 


(1) This investigation examines the changes, both physical 
and monetary, which have occurred in two groups of twenty- 
five identical farms on the central Norfolk loams and on the 
south Essex London clays, between 1933 and 1943. It also 
attempts to estimate their probable financial position if the 
system of farming followed in each of the war years had operated 
at 1938 levels of prices and costs: in other words, whether 
the farmers concerned would have been better off in 1938 if they 
had farmed their land as they did in, say, 1940, 1942 or 1943. 

(2) Before the war, the two districts provided a striking 
contrast in farm organisation. In 1938 the central Norfolk 
farms, situated on medium loam land, were just over two-thirds 
arable, and war-time changes added less than 4°% to their arable 
area. Their income was mainly derived from wheat, barley, 
sugar beet, milk and beef, and so continued during the war. 
This district, therefore, provided the general pattern towards 
which British agriculture was to move during the war years. 

(3) The south Essex farms, on the other hand, were typical 
of heavy-land grass farms which had to undergo substantial 
adaptation to meet war-time needs. On these farms, between 
1938 and 1943, the arable area, per 100 acres of farmed land, rose 
from 26 acres to 54 acres, or by 109%, with the result that a 
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considerable shift from livestock to cereals occurred in the sources 
of income. 

(4) In central Norfolk gross income per 100 acres rose from 
£878 in 1938 to a maximum of £1,802 in 1942, and then fell to 
£1,540 in 1943, the fall in the latter year being mainly due to 
the reduction in barley prices. Between 1938 and 1943 the 
percentage of gross income derived from crops rose from 43-1% 
to 56-5, while the proportion from livestock fell from 58-8%% 
to 42:7%. In 1943 wheat actually provided a smaller percentage 
of gross income than in 1938—13-6% compared with 15-8%, but 
the percentage of income derived from barley had risen from 
16-7% to 30-4%. <A slight increase occurred in the proportion 
of income derived from milk. 

(5) In south Essex the gross income per 100 acres rose steadily 
from £941 in 1938 to £1,664 in 1943. Over the same period the 
proportion derived from livestock and livestock products fell from 
80-1% to 50-6%, while that derived from crops rose from 18-0°% 
to 46-4%. 

(6) Substantial alterations to the distribution of expenditure 
occurred in both districts. Labour as a percentage of total 
expenses rose in central Norfolk from 34-9°% in 1938 to 43-2% in 
1943, while in south Essex it increased from 25-99% to 33%. 
The percentage of income spent on fertilisers increased in both 
areas, but the percentage on purchased feeding-stuffs fell in 
central Norfolk from 13-7% in 1933 to 6-2% in 1943, and in 
south Essex from 26-6% to 9-4°% over the same period. Rent 
as a percentage of total expenditure also declined in both districts. 
In central Norfolk expenditure as a whole increased from £790 
in 1938 to a maximum of £1,116 in 1942. Between 1942 and 
1943 it fell from £1,116 to £1,062, the fall in the latter year being 
mainly due to smaller purchases of feeding-stuffs and of livestock. 
In south Essex expenditure per 100 acres rose steadily from £829 
in 1938 to £1,203 in 1943. After 1940 reductions occurred in 
expenditure of purchased feeding-stuffs, which fell from £256 
in 1940 to £113 in 1943. Expenditure on fertilisers, on the other 
hand, increased from £27 in 1938 to £76 in 1943. 

(7) When war-time production was adjusted to 1938 prices 
and costs the results were less spectacular. In central Norfolk 
gross income (£878 in 1938) was £924 in 1939, £868 in 1940, £904 
in 1941, £918 in 1942 and £817 in 1943. In the same years gross 
income in south Essex (£941 in 1938) was £1,066, £955, £911, 
£957 and £948 respectively. 

(8) Income and expenditure adjusted to 1938 prices and 
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costs indicate the changes in physical terms which have occurred 
in production and requirements. Comparing 1943 and 1938, 
it will be seen that quantitatively the amount of wheat sold on 
the central Norfolk farms was less in 1943 than in 1938, but sales 
of barley increased by roughly 11%. Milk output increased by 
12%, but sales of other cattle were halved, while pig sales were 
quartered. Comparing gross income in 1938 and 1943, the income 
from crops was roughly the same in both years—£379 in 1938 
and £384 in 1943—but the income from livestock had fallen 
from £489 to £424. In terms of requirements slightly less labour 
per 100 acres was used in central Norfolk in 1943 than in 1938, 
purchases of fertilisers increased by 50%, while purchases of 
feeding-stuffs and livestock were halved. 

(9) In south Essex gross income calculated at 1938 prices 
revealed that in physical terms, wheat production had been more 
than doubled, barley production increased more than four times, 
sugar-beet and potatoes increased two and a half and four times 
respectively, while the production of market-garden crops had 
increased threefold. On the other hand, milk production, which 
in 1938 represented 55°, of the gross income, fell by 31%, and 
the production of pigs 92°. On the requirements side 5°%% more 
labour was employed, and purchased concentrates fell by 60%. 

(10) When income and expenditure were re-calculated at 
1938 levels of prices and costs, there was little change in gross 
output in central Norfolk between 1938 and 1943, and no sig- 
nificant increase in the value of output perman. In south Essex a 
slight rise occurred in both gross output and gross output per 
man. 

(11) Actual farm incomes per 100 acres in central Norfolk 
and in south Essex increased from £88 and £112 respectively in 
1938 to £478 and £461 respectively in 1943: re-calculated at 
1938 prices, however, they rose only from £88 to £135 in central 
Norfolk and from £112 to £186 in south Essex. Taken in con- 
junction with Table XX, which shows the amount of subsidy 
included in 1938 prices in each year, it is evident that while the 
war-time organisation in central Norfolk has slightly lessened 
the dependence of the area on subsidised crops, the reverse has 
occurred in south Essex, where the farm income in 1943 calculated 
at 1938 levels of prices and costs contains £149 in subsidy pay- 
ments, compared with £67 in 1938. Nevertheless, even in south 
Essex, farm incomes excluding subsidy re-calculated at 1938 
prices would have been higher than they were in 1938 in every 
war year except 1943. Further, as in south Essex the increase 
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in subsidy payment on this re-calculated income was mainly 
due to the support, roughly 20s. a quarter, required to maintain 
an average price of 45s. a quarter for wheat, the amount of subsidy 
would decrease sharply with a rise in world wheat prices above 
the low prices of 1938. 

(12) In both districts the social output derived from the 
1943 organisation calculated at 1938 prices and costs would have 
been higher than that of the 1938 organisation, and this would 
have been so even when subsidies were excluded from farm 
income. In south Essex, however, the increase in social income 
after omission of subsidies would have been only £5 per 100 
acres, compared with £52 per 100 acres in central Norfolk. 

(13) The increase between 1938 and 1943 in farm and social 
income calculated at 1938 prices, excluding subsidies, is sympto- 
matic of the very great change in technical efficiency which has 
occurred in both districts as a result of the war, and is particularly 
surprising in the case of south Essex, where a fundamental 
change has occurred in the system of farming. Although im- 
possible of proof, it appears likely that in this area the loss in 
economic efficiency at 1938 prices arising from a change over 
from grassland milk production to arable farming has been offset 
by the improvement in technical efficiency arising from the 
greater use of tractors, the increased use of fertilisers, better 
drainage, more efficient use of labour and a generally higher 
standard of farming. 

(13) Incomes have also probably been temporarily increased 
by high yields resulting from the ploughing up of permanent 
pasture. It is, however, no indication that the heavy lands of 
Essex are likely to remain in wheat production after the war, as 
whether they-do so will depend on the relative costs of wheat 
production in their area and in exporting countries, where 
technical efficiency is also likely to have improved during the 
war. The figures do indicate, however, the very great change, 
both in the order and efficiency of agricultural production in 
a heavy land district, which has been achieved under the stimulus 
of higher prices and direction of the War Agricultural Committees. 


A. W. Menzres-Kitcuin 
W. D. CHapMAan 
School of Agriculture, 
University of Cambridge. 














INTERNATIONAL CAPITAL INVESTMENT AND THE 
DEVELOPMENT OF POOR COUNTRIES 


Private Loans versus Direct Entrepreneurial Investment 


Some people, in advocating international investment, seem 
to think that investment in the form of loans between private 
persons of different countries is preferable to direct entre- 
preneurial investment, as the latter may put foreign investors 
in a position to influence the economic policy and general 
welfare of the country where their capital is invested. But 
this view seems to overlook the fact that even if all international 
investment took the form of such loans, the bond-holders would 
still be able to exert political and economic pressure on the 
debtor country, either directly on the debtor government and 
individual borrowers, or indirectly through the intervention of 
the investors’ own government. This danger is enhanced if the 
investors are large power groups such as a banking consortium 
or other forms of private monopoly. This point shows quite 
clearly the interdependence between different countries with 
respect to the nature of their economic systems. The successful 
establishment and maintenance of a competitive economic order 
in any one country, especially if that country is poor, are very 
much dependent on the position enjoyed by large economic 
power groups in the “advanced” investor countries. If the 
investor country is under a competitive economic order in which 
the power groups are restrained, the danger of their exerting 
pressure on the borrower country might be considerably reduced. 
But it is probably correct to say that even in this case the possi- 
bility that foreign investment might lead to acute political dis- 
putes would still be present. There is no escaping the fact that, 
given sovereign States, all inter-State arrangements might result 
in political conflict, so long as national interests are not always 
identical. 


Reasons for the Preference of Investors for Direct or Entrepreneurial 
Investment Abroad 


Moreover, there is another significant fact to consider. Not 
only are the real advantages of international investment in the 
form of loans by private persons, to say the least, doubtful, but 
it seems at the same time improbable that this form of invest- 
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ment will be quantitatively significant. In the post-war world, 
unless some other way is found, direct investment will probably 
be the predominant form of international investment. There 
are many reasons for believing that this will be so. 

First, foreign investors may not have much confidence in the 
good will of debtors, however the latter’s credit standing may be 
boosted by government guarantees, etc. Secondly, they may 
not have much faith in the efficiency of “ native ’ entrepreneurs. 
Both these factors are not altogether empirically unjustified 
prejudices. While the former is merely a matter of psycho- 
logical attitude which can be rendered more favourable with 
happier experiences, the latter concerns the general standard of 
knowledge and ability in the poor country. Of course, arrange- 
ments can be made so that even under a system of loans the 
interests of investors would be guaranteed. One of the most 
promising ways might be the appointment by the creditors of 
the chief engineer and chief accountant of any firm. Thirdly, 
the average business man in the investor country may not be 
free from the prejudice that any form of investment in a foreign 
country other than the opening of branch factories amounts to 
handing over control and equipment to foreigners. Whereas, 
when pressed to elaborate on this attitude, he might admit that 
even other forms of investment-would not necessarily force the 
investors to play the réle of Santa Claus, he would probably 
still feel that there was something wrong about the whole matter. 
Fourthly, it cannot be questioned that direct investment carries 
with it the advantage of control. Highly skilled workers and 
up-to-date knowledge could automatically accompany direct 
investment, thus saving the investors the trouble of making 
special arrangements with the borrower. A corollary to this is 
the probability that, in direct investment, orders for equipment 
and other goods will go to the investors’ country, if not to their 
own enterprises, whereas in the case of a loan, special stipula- 
tions may have to be made to secure the same advantages. 
Fifthly, it has been pointed out by the authors of The United 
States in the World Economy } that, so far as the United States is 
concerned, experience in the inter-war period shows that direct 
investment was not subject to business-cycle influence to as 
great an extent as the more formal type of investment abroad 
in loans. Consequently, if investors in the United States and 
elsewhere prefer a continuous flow of capital investment abroad, 


’ Hal B. Lary and Associates, The United States in the World Economy 
(U.S. Department of Commerce). 
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and if they believe in the existence of a tendency for direct 
investment to be less fluctuating, it is only natural for them to 
prefer direct investment to other forms of international invest- 
ment. 


Supposed Merits of Direct Investment 


Reasons for investors preferring direct investment are by no 
means identical with genuine merits of direct investment as a 
form which international capital flow may take. But they have 
very often been mixed up, and it is not surprising that confusion 
is rampant, inasmuch as some people seem to argue that direct 
investment is desirable and ought to be preferred because it is 
preferred. An example of this is the last point mentioned in the 
preceding paragraph. People may prefer direct investment 
because in the past its flow was steadier than that of loans, and 
because they believe it may remain so. It cannot be denied 
that continuity is an advantage from the point of view both of 
investors and of debtors. But it seems that an important point 
has been overlooked. For it is just possible that direct invest- 
ment showed greater continuity simply because people preferred 
it to other forms of international investment. Referring to 
American experience, Mr. Lary writes, ‘‘ The expansionist psycho- 
logy that possessed American business in the twenties had its 
influence, and the resulting pressure for markets and assured 
foreign sources of supply was of great importance. Hence, the 
course of new direct investments was not so closely linked with 
vagaries of the bond market as were new foreign issues.” ! If 
this is correct, then it seems to be obvious that direct investment 
produced a steadier flow than loans not because it is less subject 
to the influence of the business cycle in the logic of things, but 
mainly because investors in the United States continuously 
resorted to it. Thus while some maintain that direct investment 
ought to be preferred because it exhibited continuity, it is possible 
that it did so only because it was preferred. While the fact that 
it was preferred may be an important, if not a sufficient, reason 
for people’s preferring it in the future, it is not sufficient to 
establish a definite ground for its desirability. For we still have 
to analyse why people prefer it irrespective of its past behaviour. 

Direct investment can, however, claim the possession of 
certain real merits. First, during the downswing of a trade 
cycle, the exchange situation of the debtor country will not be 
subject to the strain of having to provide foreign exchange for 

1 Op. cit., p. 103. 
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foreign loan service. Secondly, even when the capital market 
of a certain country is still not so developed as to be able to 
deal with the flotation of foreign issues, individual enterprises 
in the country may already be in a position to make direct 
investments abroad. In other words, foreign investment, wher 
it takes the form of direct investment, is less likely to be mono- 
polised by established creditor countries in the world economy. 

On further examination, however, these merits seem to us to 
be more apparent than real. The first point appears to be a 
definite advantage to the debtor country. But it may be ques- 
tioned whether arrangements could not be made in the case of 
international loans to secure a similar safeguard to the debtor 
country’s foreign exchange situation during a depression. For 
instance, lenders and borrowers may agree to the tying of interest 
and principal payments to some sort of index of the general 
state of business. To this critics may reply that lenders would 
not be willing to make loans with such stipulations. But even 
the profitability of direct investments is subject to general 
business fluctuations. Why should investors then be willing to 
make direct investments in spite of their knowledge that profit 
might decrease with depression? An explanation of investors’ 
attitude in this respect has to be sought in their preference for 
direct investment as such which is, of course, in itself not sufficient 
to show that it is the most desirable form of international capital 
investment. 

As to the second point, it is true that both from the political 
and the economic points of view, the wider the diffusion of oppor- 
tunities for investment abroad, the better. For it tends to 
decrease the growth of vested national interests in a very im- 
portant field of international relations, and gives enterprise and 
specialised skill a wider scope than they would otherwise have. 
But direct investment, as we shall see, is not the only form of 
international investment that can have this effect. 


Power Groups and Direct Investment 


While it is difficult to establish the desirability of direct 
investment, it is much easier to show why it will be rather im- 
portant after this war. In addition to the general factors already 
mentioned, there are some special reasons which may operate 
rather intensely if there are large economic power groups in the 
investor country. 

Let us consider the case of two entrepreneurs in a certain 
industry in a poor country; one a native of the poor country, 
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the other a foreigner from a rich country. By assumption, the 
former is confronted with a higher rate of interest than the 
latter. When they have both drawn up their optimum produc- 
tion plans, the marginal increment of investment made by the 
poor entrepreneur must yield a higher gross rate of returns than 
that of the rich entrepreneur. In other words, a higher pro- 
portion of the marginal yield will have to go towards the pay- 
ment of interest in the former case than in the latter. Under 
the assumption that the price of the commodity is the same for 
both producers and that other conditions are also equal, if the 
poor entrepreneur is not to cease to exist, his marginal physical 
returns to investment must be correspondingly higher. This is 
hardly possible in view of the fact that our poor entrepreneur is 
ex hypothesi hampered by the shortage of capital which prevents 
him from enjoying the advantages of what Professor Young 
termed ‘large and large-scale production.” If the difference 
between the rates of interest is large, it is most improbable that 
the poor entrepreneur will be able to draw up a really profitable 
production plan. If the foreign entrepreneur further purposely 
reduces the price of the commodity, he can almost be sure that: 
the native entrepreneur will not be able to compete with him. 
Even if with the help of specially favourable circumstances such 
as the possession of better knowledge about local conditions 
(against which must be set the probably much better technical 
knowledge of the foreigner), the native entrepreneur manages to 
survive, he may have to operate on a much more reduced scale 
than he would otherwise. For if demand for the commodity 
concerned is not perfectly elastic, the advent of the foreign 
entrepreneur on the market will tend to lower the price, and that 
will, on the one hand, tend to decrease the volume of the native 
entrepreneur’s profits and hence his capacity of self-finance, and, 
on the other hand, may decrease the supply of capital to him 
from his creditors as a result of their reduced confidence in his 
chances. Once this happens, the effect is bound to be cumulative. 

The superiority of the foreign entrepreneur with respect to 
the supply of capital will in all probability be aided by his posses- 
sion of better technological knowledge. This is a very important 
factor, especially if he has some control over technology in the 
sense that he could prevent the native entrepreneur from acquiring 
the use of certain patents. The pooling of patents among large 
monopolistic interests for the purpose of consolidating their power 
and sharing the world market has become a well-established 
fact ; so has the use of patent control within any national economy 
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for the purpose of keeping out competitors. There is every 
reason to believe that the same weapon might be used against 
the native entrepreneur. 

There appear to be several ways of preventing the establish- 
ment of a monopoly in the poor country by the foreign entre- 
preneur. The investor country may pursue a policy of restrain- 
ing the growth of economic power groups. Since the growth of 
private economic power abroad strengthens the position of the 
enterprise in general, including its power at home, the State 
should in the interest of the stability of the system see to it that 
private foreign investments are conducted on a competitive basis 
and in any case do not exceed certain limits per business unit. 
The question is whether such a policy will be pursued, and, if 
pursued, whether the limit to the size of individual foreign 
investment will be such as to prevent effectively the growth of 
monopoly groups in any particular poor country. Secondly, 
direct investment may be made in a poor country by entre- 
preneurs of different nationalities. But unless this is accom- 
panied by the previous condition, it is more than doubtful whether 
effective competition will be maintained. A more likely result 
is the emergence of international monopoly interests, probably 
fighting against each other, but with the combined effect of 
reducing the welfare of the poor country. Thirdly, the poor 
country itself may try to control the growth of power groups 
inside its borders, whatever may be their nationality. Since it 
is almost certain that the first two ways of control will not be 
forthcoming, it is on this last means that the poor country will 
have to rely, unless, of course, direct investment is to be replaced 
by something else. But the poor country is confronted with a 
thorny problem. How can the growth of power groups be con- 
trolled inside its border if they are already powerful outside ? 
How can effective control be reconciled with the need for foreign 
capital ? 

Another special reason for the investor’s preference for direct 
investment is that if monopoly interests are to be maintained in 
the world economy as a whole, identical interests should prefer- 
ably be created in the “ backward” countries. Competition is 
favoured by any extension of the market. Since the “ back- 
ward ” regions, when developed, will provide large markets, it 
is in the interest of the existing monopolies in the rich countries 
to try to get there first. In view of the ease with which native 
competition can be brushed aside, this argument is considerably 
strengthened. While this may not apply to the competitive 
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enterprises in the rich countries in full measure—but these too 
may wish to become monopolists abroad just the same—it seems 
its significance is greatly enhanced by the probability that only 
larger power groups in the “ advanced ” countries will be willing 
and able to start new enterprises in the poor countries. Others 
may not have the initial capital and may have to plan for more 
immediate gains. So long as the poor countries or some other 
agency does not provide an adequate information service on trade 
prospects, etc., there is the further obstacle of inadequate know- 
ledge and exaggerated risks. 


Joint Enterprises 


There is another type of direct investment by foreign investors, 
viz., the establishment of joint enterprises in which foreign and 
native entrepreneurs both undertake to contribute a part of the 
capital. If in a joint enterprise the foreign interest has a con- 
trolling share, then the danger of the growth of power groups of 
alien nationalities will still be present. Unless legal restrictions 
are imposed on the nature of control and management, there is 
no apparent reason to assume that foreign investors will not try 
to get the controlling share. If, however, such restrictions are 
imposed and enforced, the consequence might be the discourage- 
ment of the inflow of foreign capital in this form, especially if 
direct investment without the participation of any native capital 
is allowed. On the other hand, if joint enterprises are established 
despite legal restrictions on foreign capital, there arise two signifi- 
cant points. First, joint enterprise as such does not in any way 
prevent the emergence of individual monopolistic undertakings, 
although control of the monopolies may be vested in native 
hands. It is free from the disadvantages of the simpler form of 
direct investment only when there are simultaneously legal 
restrictions on the share of foreign capital and provisions to 
combat the growth of economic power groups in general. Secondly, 
in a poor country, if native capital is to be the major part in any 
joint enterprise, the rate at which capital investment in this 
form can be made will be conditioned by the availability of 
native capital. Consequently, the poor country cannot rely on 
joint foreign—native enterprises of the restricted type for rapid 
industrialisation. In order to obtain a high rate of development, 
this type of joint enterprise must not be the only form of foreign 
capital inflow. 

If our contention that in the post-war world capital for inter- 
national investment will come chiefly from large power groups in 
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the “advanced ’”’ countries is correct, it is highly doubtful 
whether these investors would choose joint enterprise in prefer- 
ence to direct investment of the purer type. Even if they did, 
it would still be up to the poor country to try to augment the 
supply of foreign capital in some other form. There would only 
be a change in the quantitative aspect of the problem discussed 
here. 

In addition, two more difficulties inherent in joint enterprises 
may be pointed out. First, since the native and foreign investors 
are not faced with the same rate of interest in raising the capital 
required, differences will arise in connection with business and 
dividend policies. Secondly, the foreign investor may be a large 
corporation with a high degree of vertical integration. It would 
be difficult for such an investor to find a corresponding native 
partner in a poor country. It would be obliged to establish joint 
enterprises with different firms, and this may act as an additional 
deterrent to the investors in choosing this form of investment. 


Advantages of an International Investment Trust 


Since most of the objections to various forms of bilateral 
investment arise out of the fact that there are more than one 
sovereign State and more than one economic system in the world 
at any given time, the ideal solution might be the creation of a 
world federation and the establishment of a competitive world 
economy consciously maintained. It seems, however, that while 
not losing sight of this ideal, one should try to find a less ambitious 
method of accomplishing the same thing. In other words, 
although not necessarily sharing the view of some people that 
world federation is utterly utopian, one should probably try to find 
an arrangement by which international investment can take place 
on a large scale for the development of “‘ backward’”’ countries 
and for the enhancement of economic welfare in general without 
incurring the risk of not reaching the end through choosing the 
wrong means. For those who believe in the need for world 
federation as a means of peace, one might add that such an 
arrangement will perhaps help to make federation in the future 
less difficult. 

In order to eliminate the political factor common to all 
bilateral arrangements, it seems to be essential that capital 
investment by one country in another should be made truly 
international, and not just an inter-State affair. In order to 
remove the threat of economic power groups establishing them- 
selves in a poor country in the guise of investors, it appears 
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necessary to sever as far as possible the link between the investor 
power group and the control of the investment. These condi- 
tions could be satisfied by the founding of an international 
investment trust as a central agency for the international flow of 
capital investment. 

The main task of the trust should be to grant loans to entre- 
preneurs, large and small, and of whatever nationality, without 
discrimination, provided that the genuine prospect of the under- 
taking is ascertained. The possible exceptions to this rule are 
loans for investment in personnel training and loans to meet an 
emergency, as profitability cannot be a guide here. This work 
might be done in co-operation with the central economic authority 
in any particular country charged with the duty of maintaining 
the competitive order. Allowing a risk premium appropriate to 
every individual case, the rate of interest charged should be fixed 
at an intermediate level between the high rate common to the 
“‘ backward ”’ countries (e.g., 12-20% in China) and the low rate 
obtained in the ‘‘ mature ’’ economies. The criterion is to try to 
equate the investment demand for capital of the poor countries 
with at least the surplus savings of the rich communities. Interest 
payment might be suspended at the request of the borrower 
after he has satisfied the trust that this is necessary on account 
of a general depression or some other unforeseen reason. 

To obtain the capital necessary for investment through this 
international trust, arrangements should be made not only with 
a view to the “surplus ”’ capital finding its way there, but also 
with the purpose that savers can always have the option of 
putting their funds at the disposal of the trust instead of investing 
them at home, if by so doing a higher rate of returns could be 
obtained. This would probably bring about a levelling-up of 
capital distribution in the world. The trust should be empowered 
to raise capital in any national capital market and an initial 
subscription should perhaps be made by the central banks. 

Within the economy of the ‘“ backward ”’ countries, there is 
no danger of upsetting the rules for the maintenance of the com- 
petitive economy by the inflow of foreign capital in this manner, 
and there is no need to abolish arrangements for loans and direct 
investments between individual countries. But it should be 
provided that such arrangements must be first approved by the 
trust. The main criteria for approval must remain : first, whether 
the growth of power groups is likely to be fostered or not; and 
secondly, whether political disputes are likely to arise out of 
such investments. Obviously, unless the total of bilateral 
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investments is confined to a low figure, the international invest- 
ment trust runs the risk of being practically displaced. But if 
it exercises its control rigorously over other forms of international 
investment, there is no reason why it should not function well. 
The control of the trust, however, should be vested in the 
hands of independent men whose main responsibility is the 
efficient management of the trust on business lines. The principal 
investor and debtor countries should be represented on a council 
whose function is to advise the directors. Finally, the directors 
of the trust should stand in the same relation to the post-war 
world organisation as the Supreme Court in a democracy stands 
in relation to the legislature, so that the trust will be free from 
political control and in a position to follow a continuous policy. 
In the case of an international investment trust it seems 
that not only will the drawbacks of bilateral investments be 
absent, but certain positive advantages otherwise unobtainable 
could be secured. First, the trust will be able to take advantage 
of specialisation in production and skill and advise the borrower 
on the best sources to satisfy his requirements. No national or 
individual interest will be involved. Secondly, the trust will be 
able to see to it that the development of any poor country will 
take place in such a way that the benefits of simultaneous expan- 
sion will not be lost through lack of capital on the part of any 
section of the industries. This is impossible under bilateral 
arrangements unless investors start to pour capital into a certain 
country simultaneously for a number of purposes. It should be 
noted that this suggestion does not involve the planning of 
investment in the sense Dr. Rosenstein-Rodan and other planners 
would understand it.1 All that is required is the simultaneous 
granting of loans to different entrepreneurs in the same region. 
Thirdly, the trust, in conjunction with the economic authority 
of any individual country, should be able to make large invest- 
ments for the acquirement of new and existing knowledge. This 
is something which no ordinary bilateral investment arrangements 
can achieve on a substantial scale. If investments in the training 
of personnel and in new knowledge have to be subsidised by the 
State because of the high risks and the discrepancy between 
marginal social and marginal private products, the reason for a 
subsidy is all the stronger when foreign investors are supposed 
to supply the capital. But the investors’ government will cer- 
tainly not subsidise on a large scale the training of foreigners and 


1 Cf. Rosenstein-Rodan’s article in the Economic JoURNAL, July-September, 
1943, 
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the development of new knowledge in foreign countries. It 
would not stand to gain by doing so. From the point of view 
of the “ backward” countries, it would not be sufficient to 
depend for the promotion of this important element of progress 
chiefly upon political gestures of foreign governments, the 
attempts of self-advertisement by big firms and the charitable 
mood of millionaires. On the other hand, since they are poor, 
they are not in a position to grant large subsidies commensurate 
with requirements. And if the State is hard pressed, it is possible 
that far from granting subsidies to private investors, it will make 
all investments of this nature in its own undertakings. Such a 
development would seem to be undesirable. The problem can 
be solved if capital for the above purposes could be supplied by 
the trust. It might be difficult to arrange for interest payment 
to such loans. One way out would seem to be the pooling of 
interests with other loans for investments in which the trained 
personnel will take part. In practice, of course, such invest- 
ments might be made free of interest; the trust will then have 
to be subsidised by the World Economic Council which, pre- 
sumably, will have its own resources. In the latter case, the trust 
will act as an agent of the World Economic and Social Council. 

Fourthly, in case of emergency, the trust can more easily 
direct international investment into any given channel. For 
instance, capital can be poured into a country to prevent a great 
disaster like flood. Similarly, the timing of some development 
projects may be arranged in such a way that if the rate of invest- 
ment in a certain region should threaten to drop in a precipitate 
manner, they could be switched on immediately. Such advan- 
tages cannot be over-estimated, especially in the post-war world 
when economic structures have to be readjusted and overhauled. 

Fifthly, since “ extensive ” expansion may figure large in the 
future expansion of investments, it is desirable-to have an organi- 
sation which will not be hampered by lack of knowledge and 
contact in the quest for investment opportunities. The trust 
will be able to satisfy this condition and enable international 
capital flow to take place on a considerable scale and with con- 
tinuity. 

Finally, the international investment trust can afford to have 
a broader outlook than the government or private investors of 
any country. To make certain that their investments will be 
profitable, the latter will be interested in the political stability 
of the country in which their capital is invested. Political 
stability, it seems, can be achieved, at any rate in the short run, 
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by having a strong government. It is only too true, however, 
that all strong governments are not necessarily good. It may be 
impossible to have political and economic freedom .under such a 
government. It is well known, for instance, that American 
industrialists are intent on making large investments in China 
after the war. Their first condition appears to be political 
stability. But from the point of view of welfare, the way in* 
which political stability is achieved is no less important than 
stability itself. While the government and/or investors of any 
rich country with surplus capital would probably choose the way 
of least resistance, 7.e., by assisting in the establishment of some 
sort of strong government, the trust, being part of a- world 
organisation, while following the criterion of profitability, might 
yet allow itself the luxury of a broad and humane outlook which 
the former probably cannot and in practice will not possess. In 
other words, the trust could be a strong weapon in promoting 
economic development in a democracy as well as in curbing the 
growth of the economic power of a non-democratic State. 

The advantages of the trust having been established, it is 
pertinent to ask whether there is already some concrete sugges- 
tion on such lines in the unending stream of post-war international 
agreements. What about the Bretton Woods proposal of an 
International Bank of Reconstruction and Development ? ? 
While the projected International Bank is definitely a step in 
the right direction, it seems to fall short of the international 
investment trust proposed above. 


Criticisms of the Bretton Woods Proposal of an International Bank 
for Reconstruction and Development 


One of the chief purposes of the Bank, which is perhaps the 
most important one, is “to promote private foreign investment 
by means of guarantees or participations in loans and other 
investments made by foreign investors; and when private capital 
is not available on reasonable terms, to supplement private 
investment by providing, on suitable conditions, finance for pro- 
ductive purposes out of its own capital, funds raised by it and 
its other resources.” As we shall see more clearly in a moment, 
the emphasis seems to be purely on the supplementing of what- 

? See, for instance, Factors in Chinese Economic Reconstruction. (A summary 
of discussions organised by the IPR.) December, 1942. 


* United Nations Monetary and Financial Conference. Final Act. Cmd. 
6546. 


8 Ibid., p. 46. 
No. 221.—vo.. Lv1. 
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ever private and bilateral investment fails to do by itself. In 
other words, the Bank can only help investors and borrowers 
when help is. required. It cannot prevent any bilateral invest- 
ment from taking place even if it foresees that the conseouences 
may be undesirable. In the case of a loan, it might prevent 
exploitation if its advice is sought. But it is absolutely powerless 
in the case of direct investment undertaken by private investors, 
which, according to the foregoing analysis, will be the main source 
of trouble. 

The guarantee system itself is not so much open to criticism 
when it is undertaken by the International Bank as when it is 
provided by individual governments. An international organi- 
sation may not be liable to as much political pressure as an 
individual government. It cannot bring any undesirable political 
consequences to any particular country directly as a result of its 
having guaranteed some of the investments made there by 
foreigners. Moreover, with $10 milliard at its disposal as capital, 
as well as other resources, it can afford to suffer losses, which, 
however, will be reduced, because risk can be spread widely. 
Besides, the provision that the member (or its agents) in whose 
territory the project is located will act as a guarantor will further 
diminish this risk. 

However, the Bank’s operations seem to be rather restricted. 
Before making or guaranteeing a loan, the Bank is to be satisfied 
“that in the prevailing market conditions the borrower would 
be unable otherwise to obtain the loan under conditions which 
in the opinion of the Bank are reasonable for the borrower.” ! 
From this it seems that the idea is clearly to pick up what bilateral 
arrangements would otherwise leave untouched, and to induce 
those marginal investors who would otherwise have to impose 
* unreasonable’ conditions on the borrower, to relax them. 
There is no intention that the Bank should displace bilateral 
arrangements either entirely or even partly. Support for this 
view can be further found in the condition laid down in the 
Agreement that “loans made or guaranteed by the Bank shall, 
except in special circumstances, be for the purpose of specific 
projects of reconstruction or development.” 2 In other words, 
private entrepreneurs engaged in ordinary manufacture, etc., 
will not be catered for. Since these entrepreneurs are not likely 
to be in a position to obtain foreign loans, a still wider field is 
left to direct investment by foreign investors. 


1 United Nations Monetary and Financial Conference. Final Act. Cmd. 
6546. Article ITI, Section 4 (2). 
2 Ibid., Article III, Section 4 (7). 
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Although the Bank is to guarantee and participate in “ other 


”” 


investments made by private investors,” apart from loans, one’s 
impression from reading the Agreement is that the Bank is chiefly 
to guarantee and participate in loans only, and, for that matter, 
only loans of a special character, as little is said beyond that 
about the “other investments.” If this impression is correct, 
then it is obvious that since only large economic groups may 
actually dispose of capital for direct international investment, 
the Bank is going to leave this field almost completely to these 
groups. Besides, in so far as the guarantee system also operates 
with respect to direct investment, it may not be able to prevent 
the growth of monopoly interests at all. For even if it were 
stipulated that investments by actual and potential monopolies 
would not be guaranteed, it would be faced with the stark fact 
that no guarantee would probably be sought in these cases. Of 
course, “ reasonable conditions”’ and “ special circumstances ”’ 
are ambiguous terms, which give the interpretation of the Bank’s 
function a certain amount of elasticity. But on the whole it 
would seem that one is justified in saying that the Bank will not 
accomplish what the international investment trust could achieve. 

That the Bank may not be expected to be much more than 
an enlarged export credit guarantee organisation, though it must 
be admitted that the loans guaranteed by it will probably be of 
somewhat longer duration, finds further support in the relatively 
small authorised capital stock of 10 milliard U.S. dollars of the 
weight and fineness in effect on July 1, 1944. The full payment 
of the subscriptions may be spread over a number of years. It 
is stipulated that “‘ the total amount outstanding of guarantees, 
participations in loans and direct loans made by the Bank shall 
not be increased at any time, if by such increases the total would 
exceed 100% of the unimpaired subscribed capital, reserves and 
surplus of the Bank.” ! Probably, and at least in the first few 
years, the capital stock is going to figure largely in this total, 
which sets a limit to the scale of operations. Since at any time 
not all the subscribed capital may have been called in, it is 
possible that the total scale of operations will not be substantially 
larger than 10 milliards at the beginning of the Bank’s existence 
If “ extensive ” expansion is to become increasingly important, 
it is very probable that the Bank cannot hope to handle all 
international capital investments. 

All this does not mean that the creation of the Bank should 


? United Nations Monetary and Financial Conference. Final Act. Cmd. 
6546. Article III, Section 3. 
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be discouraged. For there are certain purposes which it shares 
with the international investment trust.. These are: 


“To assist in the reconstruction and development of 
territories of members by facilitating the investment of 
capital for productive purposes, including the restoration of 
economies destroyed or disrupted by war, the reconversion 
of productive facilities to peace-time needs and the encourage- 
ment of the development of productive facilities and resources 
in less-developed countries. 

“To promote the long-range balanced growth of inter- 
national trade and the maintenance of equilibrium in balances 
of payments by encouraging international investment for the 
development of productive resources of members, thereby 
assisting in raising productivity, the standard of living and 
conditions of labour in their territories. 

‘To arrange the loans made or guaranteed by it in rela- 
tion to international loans through other channels so that 
the more useful and urgent projects, large and small alike, 
will be dealt with first. 

“To conduct its operations with due regard to the effect 
of international investment on business conditions in the 
territories of members and, in the immediate post-war years, 
to assist in bringing about a smooth transition from a war- 
time to a peace-time economy.” ! 


But it is important to realise that with the limited scope within 
which the Bank is to operate and with the limited means at its 
disposal, the Bank might not be able to accomplish much. To 
the extent that it fulfils some of the above purposes, it is a 
useful organisation. But its success is possible only when it 
does not come into conflict with the interests of the economic 
power groups which will be the main investors and the growth 
of which in the poor countries it will do nothing to restrict.” 

The limitations and pitfalls of the Bank are perhaps to be 
explained by the origin of the proposal. For in many respects 
the Agreement closely resembles the earlier American document 
entitled “ Preliminary Draft Outline of a Proposal for a Bank 
for Reconstruction and Development of the United and Asso- 


1 United Nations Monetary and Financial Conference. Final Act. Cmd. 
6546. Article I (i), (iii), (iv) and (v). 

* It seems that the way in which voting power and the amounts of sub- 
scriptions are related is open to criticism in that it gives certain countries a cer- 
tain amount of voting power only by requiring them to subscribe shares which 
may otherwise be out of proportion to their capacity or need. 
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ciated Nations.’ ! According to the latter, “the Bank would 
make no loans or investments that would be secured from private 
investors on reasonable terms. The principal function of the 
Bank would be to guarantee and participate in loans made by 
private investment agencies and to lend directly from its own 
resources whatever additional capital may be needed.” This 
may reflect the attitude of American financiers and industrialists. 
A pamphlet issued some time ago by the National Association of 
Manufacturers in the United States on “ Principles Governing 
Foreign Investments,” so far as the report of The Times goes,” 
seems to bear out this view. The manner in which the Inter- 
national Bank proposal has been received, especially by the 
American Bankers’ Association, so much in contrast with the 
criticisms accorded to the Monetary Fund proposal, is a reason- 
able indication of the mood of American capitalists, the chief 
suppliers of capital for foreign investment after the war. In 
the light of our analysis we can easily understand why American 
capitalists appear to favour the replacing of the International 
Bank by an expanded Export-Import Bank, and why they ques- 
tion the need for the Bank at all, since all profitable foreign 
investments will be undertaken in any case by private investors, 
whereas unprofitable investment should not be made at all. 
Unfortunately, they seem to have failed to realise the important 
effect that the form of international investment may have on 
the welfare of the poor countries the development of which is 
their professed aim. 
Yuan-Li Wu 


1 Issued by the U.S. Treasury on November 24, 1943. 
2 The Times, February 12, 1945. 














REVIEWS 


Price Flexibility and Employment. By Oscar Lance. (Bloom- 
ington, Indiana: The Principia Press, Inc., 1945. Pp. xii + 
114. $2.00.) 


Dr. Lance has produced a distinguished and interesting 
monograph on the question whether the reduction in the price 
of a factor of production is likely to lead to an increase in its 
employment. Dr. Lange is well versed in recent literature, and 
his book is embellished with references to it. He is clearly a 
fine master of analytic reasoning; his touch is sure and often 
elegant. It is a pleasure to follow him when he sets out to 
prove that some principle is only a special case of one still more 
general. This is a work that close students of this subject will 
feel it their duty to read. Dr. Lange has some practical con- 
clusions that deserve consideration. 

This being so, and the subject treated by Dr. Lange being a 
central one in economics, it seems desirable to summarise the 
general gist of his contentions and assess the importance of his 
work as a contribution to the main structure of our economic ideas. 

Before proceeding to the central theme, it is necessary to get 
one criticism out of the way. In restating the general equilibrium 
theory (Ch. 3, first paragraph), Dr. Lange assumes in general 
that the reduction in the price of one factor will, owing to sub- 
stitution, diminish the demand for the others. In certain cir- 
cumstances this would be so, but it is surely not proper to take 
this as the general case. Factors may be co-operant or alter- 
native to one another. The latter attribute belongs to factors 
that are very specific. Thus if tool B becomes cheaper it may 
lead entrepreneurs to have no further use for tool A (which does 
roughly the same job). But in the context of the enquiry, in 
which we are interested in changes in the prices not of highly 
specific factors, but of widely employed factors or categories of 
factors (the “changes in money wage rates” of Ch. 1), the 
co-operant attribute predominates. For such a purpose we may 
retain the old doctrine that an increase in the supply of one 
factor tends, assuming technological knowledge to be unchanged, 
to raise the demand for the others; if more capital becomes 
available in the community, this will tend to raise the marginal 
product of, the demand for, and the wages of labour; if more 
capital and labour are applied to land, rents will tend to rise. 
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Dr. Lange’s unacceptable assumption, encountered at the 
threshold, need not, according to my understanding of the matter, 
be taken to upset the arguments of the rest of the book. It 
seems that we may re-cast the opening section, without damage 
to the author’s intention, as follows. Let us suppose that factors 
are prevailingly under-employed, in the sense that the range of 
factors among which under-employment exists exceeds that in 
which the supply is short of the demand. If the principle of 
flexible prices operates, factors will on balance try the experiment 
of offering themselves, and thereby the consumer goods or invest- 
ment goods that embody them, at lower prices to the buyers. 
Will this lead to an increase of employment? This is Dr. Lange’s 
quintessential question. 

The experiment will, according to Dr. Lange, be successful 

(i) if the monetary system reacts “ positively’ and (ii) if its 
positive reaction is sufficiently large to overcome certain obstacles. 
It is supposed, however, that in certain not improbable circum- 
stances no reaction might be sufficiently large and that the 
4 obstacles would then have to be attacked directly. 
B The first condition is easily satisfied. After the development 
of some perhaps unnecessarily elaborate terminology, it turns 
) out that a monetary system is said to react “ positively ” to a 
t fall in prices, if the quantity of money in the community does not 
. decrease in full proportion to the fall in prices. But neither 
I under an automatically worked gold standard nor under other 
unregenerate monetary systems of which we have had experience 
does the quantity of money fall so much as that in a time of 
e falling prices. Therefore we may take Dr. Lange’s first con- 
dition as usually fulfilled by all monetary systems, good or bad, 
that are commonly used. 

But will the positive reaction be strong enough to overcome 
the obstacles? The principal obstacles discussed may be grouped 
under the heads of (a) friction, (b) “‘ elastic” price expectations, 
(c) oligopoly and oligopsony, and (d) certain matters connected 
with foreign trade. (The fourth item is dropped from the sum- 
mary list on p. 83.) 

It would also help the success of the experiment if the demand 
for investment goods were sensitive to a fall in interest rates. 
Dr. Lange gives strong reasons for holding that we must not 
expect high sensitivity here. There is always the possibility, 
however, on which Dr. Lange does not dwell, that a large fall in 
interest rates, perhaps approaching the zero level, might cause 
expansion by seriously reducing the propensity to save. 
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Now while the absence of sensitivity here is unhelpful to the 
success of the experiment, it seems clear that Dr. Lange con- 
siders that if the monetary response were positive and the other 
obstacles not present, a reduction in factor prices would stimulate 
employment, even if the demand for investment goods did not 
respond to a fall in interest rates, and indeed even if there were 
no fall in interest rates. In this he is in direct conflict with 
Keynesian doctrine. In the Preface he writes that “ the interest 
in the problem and the recognition of the crucial importance of 
substitution between money and goods were inspired by Lord 
Keynes.”” None the less it must be said that Dr. Lange’s general 
theory does not belong to the Keynesian family. 

While Dr. Lange’s analysis of the obstacles and practical 
proposals for overcoming them are of interest and importance, 
it is clearly a prior task to consider whether he is right in holding 
that in their absence a fall in factor prices would increase em- 
ployment. He thinks it would do so because it would lead to a 
“substitution of goods for money.’ The real value of cash 
balances having risen owing to the fall in prices (and the quantity 
of money units outstanding not being reduced in proportion) the 
community becomes willing to dispense with part of its holding 
of cash balances in exchange for goods. 

But, with respect, this formulation of the problem will not 
do. For on one side of the “ substitution ” is a stream of goods 
flowing through time and on the other side a fund. Dr. Lange 
is trying to equate two quantities of different dimensions. When 
there is under-employment he says that this may be alternatively 
expressed as an excess supply of goods or an excess demand for cash 
balances, these two being equal in quantity. It is clear that what 
he means by “ an excess supply of goods ” is not in the nature ofa 
surplus stock of commodities, which would be absorbed, if the com- 
munity could make a once-over swap of some of its money for them, 
but a continuing stream of additional goods that would be produced 
if the under-employed factors became fully employed. 

Dr. Lange’s theory would only work if the system were in all 
other respects in neutral equilibrium. The release of cash would 
then give it the once-over fillip which would be all that was 
needed to raise it to a higher level of output. But if the system 
were held in stable equilibrium (as on Lord Keynes’ general 
theory) at a level of under-employment by the balance between 
investment opportunities and the propensity to save, it would 
relapse back after the monetary fillip if the investment oppor- 
tunities and propensity to save were unaltered. 
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It might be objected that the surplus cash balances give an 
enduring stimulus, on the ground that although the community 
wants to swap them for goods, it cannot get rid of the surplus 
in this way, provided that the quantity of money in the com- 
munity is not reduced, and that the continuing attempt to get 
rid of it in exchange for goods will maintain the stimulus to 
employment. But if the community persists in this attempt, it 
will find that it is spending on goods a higher proportion of its 
income than it did before or wants to spend. Unless some force 
comes into existence to reduce the propensity to save, the whole 
of the surplus balances will eventually be syphoned off into the 
capital market, and, save for any effect of a fall in the rate of 
interest, employment will relapse to its previous level. 

In his Preface Dr. Lange tells us that his “‘ restatement leads 
to the conclusion that substitution between money and goods 
provides the key for understanding the equilibrating as well as 
the disequilibrating processes of the economy.” This incident- 
ally does less than justice to the other obstacles which he dis- 
cusses. But the real truth of the matter is that he only reaches 
the conclusion that the substitution between money and goods 
is so important by assuming without argument that the level of 
output is otherwise in neutral equilibrium. 

What of the other obstacles? Dr. Lange perhaps makes 
unduly heavy weather about friction. The excess cash balances, 
he observes, may not be directed towards the purchase of goods 
embodying the under-employed factor. But money circulates. 
Moreover if we are considering a disequilibrium of substantial 
importance in relation to the whole system, the under-employed 
factors will presumably be embodied in a wide variety of goods. 

What he has to say on price expectations is of great import- 
ance, whether one accepts the monetary analysis or not. He 
gives an excellent account, with debt to Professor Hicks acknow- 
ledged, of the destabilising effect of price expectations when 
these extrapolate the direction of current price changes into the 
future. He returns to this question in his chapter on policy and 
suggests that, to counteract the tendency, the price of some 
important commodity should be fixed. He recognises that this 
was done by the gold standard, but argues that ‘“ gold was a 
poor commodity to choose for that purpose.” His alternative 
of fixing wage rates is open to political difficulty and indeed to 
respectable sociological objections. The fixing of some one staple 
product such as wheat, which he also suggests, might lead to 
the accumulation of an unmanageable surplus, unless accom- 











106 THE ECONOMIC JOURNAL [MARCH 


panied by organised restriction of output which would nullify 
those ramifying effects that the fixing is designed to secure. 
Dr. Lange refers to the idea of stabilising a general level of com- 
modity prices, leaving individual prices free. It may well be 
necessary to go as far as this to remedy the evil. 

In regard to oligopoly and oligopsony he hangs much upon 
the evidence given by business men in Oxford and the tentative 
conclusions published by Messrs. Hall and Hitch. It is gratify- 
ing that he does so, although the group would not claim finality 
for the analysis. Furthermore, while Dr. Lange argues correctly 
that behaviour of the kind described may impede the passing on 
of cost reductions to consumers, it is not clear that in all cases or 
even in the majority of cases factor price reductions would not be 
passed on. Oligopolistic behaviour is often accompanied by price 
variation to match changes in the cost of raw materials, and 
reductions in important factor rewards might well be treated in 
the same way. 

Dr. Lange suggests that the only effective cure for oligopolistic 
behaviour (which may be very widespread) may be socialisation 
of the industries affected. This is very drastic. Since oligo- 
polistic behaviour (in contrast to monopolistic behaviour) is in 
essence due to uncertainty and ignorance, it should be possible to 
break this bottleneck by the wider diffusion of correct standards 
of behaviour in response to factor price reductions. Or resort 
might be made to the British plan for the supply of “ utility ” 
goods, combined with auditing of costs; or marketing arrange- 
ments could be improved. 

Dr. Lange’s practical recipes must also be looked at from 
another point of view. If his monetary analysis is not accepted, 
we may revert to the theory of Lord Keynes or some other theory. 
In the former case, we shall not be disposed to recommend general 
factor price reductions to cure unemployment, and some other 
positive remedies must be applied. Whatever these may be, 
“elastic ” price expectations are likely to prove an obstacle to 
expansion, and Dr. Lange’s requirement for a specific remedy for 
them must be taken seriously. The oligopolistic obstacle, on 
the other hand, may not be formidable or even present at all if we 
adopt remedies other than factor price reduction. 

Dr. Lange’s treatment of oligopsony is somewhat obscure. 
He postulates that oligopsony and monopsony in the factor 
markets have greatly increased since the last century. This is 
clearly incorrect. Oligopsony has greatly decreased together 
with the practice of monopsony by individual employers. The 
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rise of collective bargaining (a half-way house to monopoly) on 
the labour side has removed the possibility, save in conditions 
of labour shortage, of monopsonistic or oligopsonistic behaviour 
by individual employers, which before had been universal. The 
existence of agreed standard wage rates presents them with the 
conditions of a perfect market as buyers; marginal expenditure per 
unit of labour employed is equal to marginal cost per unit. 

In the main body of his chapter on international trade Dr. 
Lange argues that in the general case its presence will tend 
to make factor price reductions stimulate employment. This 
follows also from Keynesian premises, although sufficient atten- 
tion is not always paid to the point. In the final paragraphs, 
however, Dr. Lange casts doubt on this conclusion, on the ground 
that the effect may not be found to operate when full account 
is taken of reactions in other countries and the resulting redis- 
tribution of international balances. But his analysis of these 
reactions and this redistribution is not nearly thoroughgoing 
enough to warrant casting doubt on the main proposition. 

It has only been possible to select some of Dr. Lange’s salient 
points for consideration. It may be worth while, finally, to 
draw attention to his references to dynamics. In Appendix 2 
“dynamic stability conditions”’ are set out; the equations are 
genuinely dynamic in that they refer to rates of the movement 
of prices. They define conditions in the field around a postulated 
equilibrium of the system. But they only touch the fringe of 
economic dynamics. We shall not have got a genuine dynamics 
of the subject, until the variables, the values of which are 
determined by the fundamental equations of the equilibrium, are 
not rates of production per unit of time, but rates of increase of 
production, rates of capital accumulation, etc., per unit of time. 
The introduction of dynamic considerations into the analysis 
of what happens when the system is in disequilibrium is an 
advance; but we shall not have reached our goal until we can 
define the normal condition of the system as being one of motion, 
a state of rest being a special and improbable case. 

Dr. Lange’s work should serve to stimulate and advance 
thought about many branches of economics, even if his central 
thesis regarding the substitution of goods for money is not 
accepted. 

R. F. Harrop 
Christ Church, 
Oxford. 
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Full Employment and Free Trade. By Micuae. Poxanyt, F.R.S. 
(London : Cambridge University Press, 1945. Pp. x + 155. 
8s. 6d.) 


Tuts lively essay has three points to make: that “ the 
Keynesian theory is really quite simple’; that a Budget deficit 
on current account is the best means to full employment; and 
that ‘‘a correct Keynesian policy should regenerate free com- 
petition and re-establish capitalism on renewed foundations.” 

Professor Polanyi’s exposition begins by showing the reader 
the flow of monetary circulation, which he calls the money belt. 
If this belt is too narrow, only part of the productive forces are 
activated by it; if it is too wide, we get inflation. The belt is 
narrowed by saving, which is visualised as setting aside sums of 
money which are kept back from circulation. But this “ suck- 
ing”’ effect can be offset by “squirting”: “‘so long as the 
money which is removed day by day from circulation, through 
the process of saving, is balanced by the sums which are con- 
tinuously flowing into new business investments, the width of 
the money belt will remain unchanged.” Since the amounts of 
sucking and squirting are governed by independent decisions, 
there is no reason why they should balance, but if they differ, 
the difference brings about a change in the national income, 
which in turn alters the rate of sucking until it becomes equal 
to that of the squirting. This adjustment comes about rapidly, 
but the idea of a necessary identity between savings and invest- 
ment “is very misleading and should be strictly avoided.”’ 

In exposition it is often well to begin with rough ideas which 
are made more exact as the argument develops; but to my mind 
it is dangerous to set out here without the balance sheets of social 
accounting, which alone give us a clear view of the stock and 
flow of money on the one hand, and the components of income, 
as accounting magnitudes, on the other. In Professor Polanyi’s 
approach the problem appears, and remains, as “a gap in the 
money circle.” It seems to be his view that if enough money 
is provided to meet the demand of the public for money to hold, 
a sufficient total flow of purchases will follow: “ gradually, as 
the cash balances of the public in general approach a final level, 
the Rate of Saving will fall to the point at which it no more 
exceeds current Investment.’ Thus a given excess of the pro- 
pensity to save can be neutralised once for all by a sufficient 
increase in the stock of money. He does not seem to envisage 
the possibility of this being done—eg., by a public investment 
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policy financed by borrowing—without any addition to the stock 
of money. Again, if the aim is simply to maintain the total 
circulation, it does not appear why there should be any special 
virtue in investment. Professor Polanyi’s answer is that squirt- 
ing is “a process taking money into circulation without being 
linked to any process which removes it again’; new private 
investment, or a budget deficit, will do this; but “‘ the day-to-day 
buying of consumer goods in the market does not fall under the 
description of squirting because such buying is linked to the 
receipt of income by the consumers, which takes the money from 
circulation again.” I have not been able to follow this. 

The practical policy which Professor Polanyi advocates springs 
from his monetary analysis, but also brings in an independent 
principle. A budget deficit has the same effect as new invest- 
ment, because “at the first stage of deficit spending the full 
sum of the ‘loan’ is issued as new money,” and subsequent 
funding has only a minor effect, by its decreasing the liquidity 
of banks or the public, in reducing spending. But more than 
this, a budget deficit commends itself above all measures designed 
to reduce saving or stimulate investment, because, unlike them, 
it does not offend against the principle of neutrality. This prin- 
ciple requires that action to get full employment shall be taken 
only “in a way requiring no materially significant economic or 
social action to accompany it ’’—that is, it must not disturb the 
working of reasonable individual and collective decisions in the 
free market. “‘ When in 1937 President Roosevelt imposed a 
special tax on undistributed profits, or when in 1944 Sir John 
Anderson in his Budget Speech denied tax relief to profits while 
promising a remission of 20°, for funds reinvested into new 
equipment, these measures were based on no other than monetary 
considerations. No attempt was made to deny that they would 
impel business men to conduct their affairs in a way which would 
otherwise be considered imprudent and ill-advised.”’ Further, 
“if you require a Budget Deficit, why go to the trouble of creat- 
ing new items of expenditure on which to spend it; and why 
spend only on ‘constructional’ and not on ‘current’ items?” 
Yet on Professor Polanyi’s own principle it might seem that if 
the public want to save more, it is right to get the real assets 
constructed by which their choice can be implemented. 

This principle of neutrality goes with a distrust of economic 
planning, the case against which forms the third constituent of 
this essay. The thought that here we have a chance, and maybe 
our last chance, to get rid of those ills that otherwise will drive 
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us into the arbitrariness and inefficiency of planning, infuses all 
the essay with a sense of urgency. 

There is much more in this book than has been mentioned in 
a notice devoted to what seems most distinctive in it. Professor 
Polanyi’s pen moves briskly, his argument is fresh and pointed, 
his every page breathes zeal. These qualities make me the more 
sorry that his analysis seems to me inadequate. 

E. H. PHetrs Brown 
New College, 
Oxford. 


Economic Reconstruction. Edited by S—EyMour E. Harris. (New 
York : McGraw-Hill Book Company, Inc., 1945. Pp. xii + 
424, $3.75.) 


Tuis comprehensive survey of the American outlook in 1944 
is based on lectures delivered in that year at the Graduate School 
of Public Administration in Harvard by economists all of whom 
were then or recently engaged in Government service. Professor 
Harris has arranged the topics so that they cover both the nearer 
problems of demobilisation, and the longer-run problems of full 
employment, international trade, and social security. The use- 
fulness of these papers is enhanced by their being so fully fur- 
nished with statistical records and estimates, especially for those 
economically significant categories which can be dealt with only 
by special inquiry: it is remarkable how much research has 
been done amid all the claims of current administration. For 
the reader overseas, the outcome is a book to which he can refer 
for fact, estimate, and opinion, on the salient present problems 
of the American economy. 

When these papers were written much was still unknown 
about how the war would end, but the problems that V.E. day 
would bring were already clear. ‘‘ The war,’ said Professor 
Haber, “‘ consumes about 60°% of our national income, not 20 to 
25% as in 1919. . . . Including those in the armed forces, over 
50% of our labor force is producing for war.’’ ‘‘ As we enter 
the first stages of demobilization, we have munitions employment 
of about 9 million workers, armed forces totalling over 12 million, 
a total labor force expanded beyond normal by about 7 million, 
an occupational pattern distorted by concentration in munitions 
work, and at least 3 million workers who moved to a new state 
during the war.” The ending of war outlay would reduce Federal 
spending by $75 billion. So far there are evident possibilities 
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of stoppage and deflation; but Professor Ellis points out that 
the public’s holding of money has increased twofold, and of 
liquid assets nearly threefold, since 1939, while central bank 
control is weakened by the commercial banks holding over $70 
billion in Government securities which are mostly early matu- 
rities. Dr. Ezekiel seems to express the general view when he 
wrote that “‘ no economist can say positively whether the greater 
probability after the war is an extreme inflation or an extreme 
deflation.”’ If it is inflation that threatens, however, Professor 
Wallace believed that price control can still hold the line: “ it 
has been demonstrated,” he wrote, with regard to OPA, “ that 
prices can be successfully stabilized in the face of an enormous 
inflationary potential, without harm to production and without 
undue hardship.”’ 

When we turn to the longer run, there are two questions 
especially on which, with a now poignant interest, we want to 
hear the views of American economists: full employment, and 
international trade. On the latter, what we get here is the 
universal plan of Bretton Woods, without much attention to 
distinctive functions of the United States. Professor Haberler 
asks how a country following a full-employment policy can meet 
deflationary influences from without, and considers that “ inter- 
national monetary co-operation should, and through credit exten- 
sion always could, make reserves large enough to achieve that 
end”; failing which, he thinks orderly devaluation better than 
controls. Professor Upgren, having emphasised the great scope 
there is for international lending, argues that American lending 
can best be done, not privately nor under U.S. Government 
guarantee, but through the International Bank. On tariffs, Pro- 
fessor Haberler remarks that ‘‘ quotas and exchange control are 
much more disturbing elements in the price mechanism of a 
capitalist economy than duties.”” “‘ When American industry 
and public opinion become ready to apply the elementary prin- 
ciples of trade, important circles in Great Britain seem to have 
all but forgotten them.” Yet it is agreed that the volume, and 
the freedom, of international trade will depend largely on the 
success of the United States in maintaining a high and stable 
level of employment. 

Full employment, indeed, is the dominating problem of this 
volume. ‘‘ The war experience,’ says Professor Hansen, “ has, 
I think, left all of us more or less stunned with the magnitude of 
the employment problem.”” That production for civilian use 
should in the aggregate have been maintained through the war 
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has made it clear how much under-employment there was before; 
and meanwhile population and productivity both go on growing. 
The outcome is, in Dr. Mosak’s estimate, that “in 1950 the 
nation will be able to produce a gross national product of about 
$200 billion in 1944 prices under ‘ full’ employment conditions 
and 1939 average hours worked per week.’ Now, if past relations 
persist, consumption will not be more than $113 to $129 billion 
out of that total; normal Governmental expenditure would not 
be more than $25 billion; “ private capital formation will, there- 
fore, have to average between $46 and $62 billion or between 
2} and 3 times the 1941 peak level in order to maintain full 
employment.’’ The measures proposed to solve this problem 
are of the kind familiar in English-speaking discussion. If their 
treatment in this book seems less emphatic than that of the 
problem itself, perhaps that is because these papers have been 
written under a constant and sometimes wistful sense of what 
is politically practicable. ‘‘ We shall be facing a task,” wrote 
Professor Clark, ‘‘ for which there are no obvious and simple 
models: namely, to return to, and maintain, a system of private 
enterprise with the added requirement that it must furnish ample 
and reasonably stable employment or else expect powerful public 
intervention directed to that end. It is private enterprise, 
affected with a novel public interest which it has not yet demon- 
strated its ability to assimilate.” 
E. H. Puetes Brown 
New College, 
Oxford. 


Sixty Million Jobs. By Henry Wauuace. (New York: Simon 
and Schuster, 1945. Pp. 83. $1.00; jointly with Reynal 
and Hitchcock in cloth. Pp. 224. $2.00.) 


Ir is one measure of the difference between the United States 
and Great Britain that this book should have been written by 
the Vice-President of one Administration and the Secretary of 
Commerce in the next. Mr. Wallace’s purpose is to persuade 
and convince—to persuade the American public that full employ- 
ment is a practicable ideal, and to convince them that without 
it their plans and schemes for a better America after the war 
will be brought to nothing. That statesmen should stump the 
country in support of the cause of their choice will not surprise 
the British observer; but readers of this JouRNAL have not 
been accustomed to see Ministers of the Crown as the authors 
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of economic textbooks designed for wide popular sale. Mr. 
Wallace gives us an excellent summary of the volume and dis- 
tribution of employment and the course of income and expendi- 
ture in the U.S.A., derived from official statistics of the past and 
the projections into the future which have appeared in the 
American journals, recently collected by the National Planning 
Association in their report on “ National Budgets for Full Em- 
ployment.”’ His particular contribution lies in the clarity with 
which he brings out the implications of these statistics. No 
American with a dollar to spend, after studying this book, will 
fail to be vividly aware of the extent to which his hopes for the 
future, nourished (and inflamed perhaps) by the well-publicised 
but none the less immense achievements of American industry 
during the war, depend on the realisation during the next few 
years of continuous full employment. The goal, an occupied 
population of 60 millions all in work and a gross national output, 
once reconversion is complete, of $200 thousand millions may 
seem ambitious to British readers—but these estimates are sup- 
ported by the considered opinion of competent U.S. statisticians. 

Mr. Wallace presents his case as a plan for freedom, as a 
means of reaching full employment within the framework of the 
capitalistic free-enterprise system. Although a strong, almost 
fervent believer in private enterprise, particularly small business, 
he is certainly not blind to the fact that free enterprise can only 
be kept free in conditions of prosperity, racial toleration and 
peace. He quotes Alexander Hamilton, the late President Roose- 
velt, and Governor Dewey in support of his conclusion that the 
Government can no more avoid responsibility for the maintenance 
of full employment than it could neglect its obligations to main- 
tain the peace, and makes the illuminating suggestion (illuminat- 
ing at least on the other side of the Atlantic!) that it is the 
Government’s part to provide the ounce of stimulus which pro- 
duces a pound of private initiative and enterprise. He sees all 
around new frontiers of endeavour capable of lending buoyancy 
to the American national income. There is the pent-up demand 
for consumer goods which could not be satisfied during the war; 
there is housing—it will no doubt surprise British readers to 
learn that half the homes of the United States are below the 
minimum standards—there is the demand for hospitals and 
public health services; the possibility of immense development 
projects such as the TVA, land conservation, rural electrifica- 
tion and so on; and the opportunities for enterprise presented 


by technical advances, the result of Government-aided pro- 
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grammes of industrial research similar to those undertaken during 
the war. There is, in addition, the whole of the South waiting 
to be brought up to the standards current in the North-Eastern 
States and the West, and the overseas market. He observes 
that ‘‘ the industrial revolution as yet has brought few benefits, 
if any, to the great bulk of two billion people in the world,” and 
he is particularly impressed at the trade which could be done 
with India and China. “‘ With adequate agricultural and indus- 
trial development, the vast population of this region can become 
one of the greatest producing and consuming markets of the 
world.”’ There is obviously no danger of the present U.S. Secre- 
tary of Commerce falling victim of the fallacy that two industrial 
countries cannot trade but to the disadvantage of one ! 

Economists will be most interested in the chapters on the 
national budget, the comparison of national income and expendi- 
ture. These are the best in the book, and contain a remarkably 
lucid account of that somewhat intricate subject, the relation be- 
tween output, employment, income and expenditure. In common 
with all of his countrymen, Mr. Wallace has an abiding faith in 
publicity. Show the people what is required, and they will do 
it. The national budget, submitted to Congress and periodically 
overhauled—a quarterly restatement is suggested—will indicate 
whether consumers and business can be expected to spend and 
invest, in the period considered, enough to maintain full employ- 
ment. If not, the President must suggest and Congress approve, 
the measures necessary to make up the deficit. The Murray 
Full Employment Bill, now before Congress, makes the same 
proposal—provision for a national budget to be presented to the 
Congress is its principal positive contribution. Mr. Wallace does 
not provide any fundamentally new weapon for the armoury of 
government. He relies upon private enterprise, stimulated by 
credit expansion and tax remissions, and fortified by. public 
works when necessary. The list may appear a little thin to 
British eyes—but the reader should remember that Mr. Wallace’s 
prime purpose is to win support for the principle of a plan for full 
employment rather than to produce the detailed scheme itself. 
That will become the business of the President and Congress 
(assisted by their advisers) after the main decision has been 
taken. 

Mr. Wallace is undoubtedly optimistic about the economic 
future of U.S.A. He points out that income has been doubled 
twice since 1890, and confidently predicts a rise even above the 
rate of $200 billion. Some of us, noticing the actual distribution 
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of the $100 million GNP in 1929 (market prices), $71 billion 
consumed, $18 billion invested and $11 billion of public expendi- 
ture, will wonder (enviously no doubt) how even 130 million 
United States citizens can spend on themselves, at 1944 prices, 
$135 billion and more; and invest annually not less than $30 
billion, supported by a budget national and local of at least $35 
billion. Compared with the condition of the poor European, 
and with that of his even less fortunate Eastern neighbour, still 
struggling with the problem of satisfying the elementary need 
for food, clothing and houseroom, the $200 billion income, when 
it is achieved and maintained, will be economic progress with a 
vengeance; and it may have repercussions upon conventional 
standards of economic conduct no less far-reaching than the effect 
of the atomic bomb upon the ordinary man’s ideas of matter 
and energy. Were it not, indeed, for Mr. Wallace’s obvious 
sympathy with the poor of all lands, and his inspiring last chapter 
on the fuller life for all, the reviewer, with the contemporary 
American scene fresh in his mind, had, for the moment, almost 
imagined himself on the threshold of some Huxleiean “ Brave 
New World.” 
GILBERT WALKER 

University of Birmingham. 


Mobilising for Abundance. By Roxpert R. Natuan. (New 
York : McGraw-Hill, 1944. Pp. xviii + 230. $2.00.) 


TuIs is an important book in the United States. Dr. Nathan, 
after holding a number of posts in OPM and WPB, was last 
year appointed Deputy Director of the Office of War Mobilisation 
and Reconversion, with the present Secretary of the United 
States Treasury as Director. The book has been referred to as 
“the New Deal bible.”’ Its subject is full employment in a free 
society. 

The differences between this book and that of Sir William 
Beveridge on the same subject express as much a contrast in 
the outlook and state of mind of two countries as the distinctive 
views of two authors. Sir William Beveridge set out to supply 
the answer to a problem whose nature was already well known 
in outline and which his public was determined should be over- 
come. Dr. Nathan has first to argue that an attack on unem- 
ployment can and should be made. 

The difference goes deeper. Sir William’s proviso that em- 
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ployment policy must not go against the grain of a free society 
implied, as he put it, that all essential citizen liberties must be 
preserved. But the liberty to own property was specifically 
excluded from his list of essentials. Sir William himself believed 
that full employment was attainable while leaving the conduct 
of industry in the main to private enterprise. But his policy 
included an expansion of the sector of industry under direct 
public control, and “if . . . it should be shown by experience 
and by argument that abolition of private property in the means 
of production was necessary for full employment, this abolition 
would have to be undertaken.” Dr. Nathan, both from strategy 
and personal conviction, is far from such a radical position. 
He believes in private enterprise himself; but more than that, 
he is extremely careful not to offend his readers on this point 
by even remotely suggesting that full employment without sub- 
stantial State activity may not be possible. He takes the greater 
part of a chapter to get his readers to the point of accepting 
that not all Government rules and regulations are inherently 
antagonistic to private enterprise. And the point with which 
he would clinch the argument for his employment policy involv- 
ing Government action is that “ the greatest incentive to business 
is a large market, and if broad fiscal and social measures of the 
Government are effective in making for full employment and 
high purchasing power, this will be the greatest possible single 
boon to business ”’ (pp. 52-3). 

The result is that, whilst the magnitude of the task before 
the American economy is plainly stated, the effect is largely lost 
because of Dr. Nathan’s anxiety not to frighten his readers 
and because of the atmosphere of simplicity and easy optimism 
which he therefore tends to create. Despite the support of figures, 
the policies put forward are very much less precise than those in 
our own Government’s White Paper, Cmd. 6527. There is little 
discussion of the problems of how the policies proposed are to 
be put into operation, and even less of the problems that would 
be thrown up if their objective were to be realised. The dis- 
cussion of national debt is weak. The problem of the rate of 
interest is dismissed in the single sentence that “‘ if excess savings 
continue to prevail in the United States after the war in the 
same degree as before the war, we can anticipate a continued 
decline in interest rates” (p. 200). Nowhere is there any dis- 
cussion of the serious problems of wages and price policy that 
were a conspicuous part of both the White Paper and Sir William 
Beveridge’s book. The international implications of employment 
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policy do not get much beyond the statement that “* our objective 
should point toward greatly increased bilateral trade ”’ (p. 173). 

This book is primarily for popular home consumption. It is 
a work of evangelism to get the American public to accept a 
Government-sponsored employment policy. Only the foreigner, 
acutely aware of the importance of full employment in the 
United States to the prosperity of the rest of the world, will 
concentrate on the snags. 

Dr. Nathan’s method of exposition is the now familiar one of 
estimating the national income or product at a given level of 
prices which would result from a full employment of labour 
resources, and then of considering how the various categories of 
expenditure can be made to add up to that total, bearing in 
mind in particular the low marginal propensity to consume. 

Dr. Nathan begins, as do a number of other American econo- 
mists, with an estimate of $150 billions as the annual gross 
national product, at 1943 prices, which would provide job oppor- 
tunities for almost all able persons seeking work, given a forty- 
hour week. If the pre-war relationship of consumption to income 
continued to prevail, $120 billions would then be spent on con- 
sumption, and $30 billions.saved by individuals and business 
enterprises. In Dr. Nathan’s view, there is not the ghost of a 
chance of anywhere near $30 billions of offsets to savings being 
found through private channels, year after year. Apart from 
monopolistic tendencies which have the effect of slowing down 
private investment, there is the dependence of investment upon 
the rate of increase in consumption demand, which, Dr. Nathan 
holds, puts a fairly early check upon private investment expendi- 
ture. With high total output and vigorous competition, the 
United States might be able to spend $10 billions a year in 
industrial channels for new and replacement purposes, the same 
as just before 1929. But it could not exceed this very much 
without sowing the seeds of another depression (p. 113). There 
is room for a good deal of expansion in the purchases of con- 
sumers’ durable goods, and, to a considerable degree, the future 
prosperity of America will depend on this happening. But much 
of this expenditure will require instalment credit, and expansion 
in this class of finance must depend on the general expansion in 
consumers’ incomes. Dr. Nathan estimates that private offsets 
to savings might altogether average $15 billions a year. If there 
is no change in saving habits, gross national product would not 
then be more than $100 billions, which is less on average than 
in the late 1930's. 
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Dr. Nathan looks in the first place to Government action that 
will affect personal consumption as the means of making up the 
balance. The book contains separate chapters on reform of the 
tax system and on a programme of social security, both proposals 
designed to effect a redistribution of income and a reduction in 
the savings-income ratio. Dr. Nathan hastens to point out, 
however, that his aim is that a larger share of a larger income 
should go to the poorer classes, not that there should be a redis- 
tribution of income as such. Similarly, he tries to hold on to 
“less eligibility’ as setting a ceiling to his social security 
programme. 

Nevertheless, Dr. Nathan does not seem very optimistic that 
proposals of this kind will receive much favour; and once having 
set them forth, he concentrates for the remainder of his book 
on finding means of filling the $15 billions gap without these 
measures of domestic reform. The possible sources are exports 
and Government spending; and Dr. Nathan, like a good many 
other Americans, concentrates his hopes principally upon in- 
creased exports. Government spending he regards only as a 
residual economic control when there is no alternative: it is 
*“‘ the ace in the hole.” 

It is Dr. Nathan’s opinion that the United States should set 
up an immediate post-war goal of large exports of goods and 
services relative to imports. The distinctive point in his views, 
however, is that he does not believe that private finance will be 
able to meet the problem. In this respect he differs, for instance, 
from the U.S. Department of Commerce report on The United 
States in the World Economy. An export balance of $10 billions 
a year, which is what would be required if reliance were placed 
on exports alone, is not held to be feasible. But a balance of $5 
billions a year, Dr. Nathan considers a practicable and necessary 
target. To this end, the United States will have to contemplate 
ultimate reduction of tariffs and increased imports, but a sudden 
sharp increase in imports of goods which compete with American 
products would cause too serious dislocations to be entertained. 
It follows that funds will have to be provided directly to finance 
the purchase abroad of American goods. And, whilst there ‘can 
be some private-loan financing, it is Dr. Nathan’s belief that 
export balances will have increasingly to be financed through 
Government channels, either by direct Government loans or by 
the Government underwriting private-loan activity. Dr. Nathan 
recognises that these investments would have to be of a long- 
term nature, and he recommends a Government corporation 
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which could make direct loans abroad for the purpose. But its 
principles of operation are notable: ‘reasonably definite goals 
should be established for each country, based on soundness, 
needs, competitive relations, and prospects of exports to the 
United States ’’ (p. 177). The expansion would be on a bilateral 
basis. 

Dr. Nathan’s book includes nine cartoon-diagrams, with cap- 
tions, to emphasise his points. Both in its thought and in the 
way that thought is presented, the book has much of interest to 
the non-American reader. 


R. C. TrEss 
London. 


Post-War Monetary Plans and Other Essays. By Joun H. 
Wiuiams. (New York: Alfred A. Knopf, 1944. Pp. 
xxxii + 297 + viii. $2.50.) 

America’s Réle in the World Economy. By Atvin H. Hansen. 
(New York: W. W. Norton, and London: Allen and Unwin, 
1945. Pp. 197. $2.50 and 8s. 6d.) 


PRoFEssoR WILLIAMS has collected in his Post-War Monetary 
Plans a number of papers written between 1929 and 1944 and 
published in various journals, except the first which relates to 
the joint Monetary Plan that was agreed by the British and 
American experts and was the precursor of Bretton Woods. 

The book is divided into three parts, of which the first contains 
three papers dealing with the Keynes and White Plans. Part II 
is concerned with problems of domestic fiscal and monetary 
policy that were exercising American public opinion during the 
great slump. Finally, Part III contains a number of earlier 
essays dealing with international trade and monetary questions. 
The essays are printed without change, and reflect the evolution 
of Professor Williams’s thought on the questions at issue. Taken 
as a whole and individually, they are very well worth reading. 

In general, the author maintains a mildly sceptical and critical 
attitude towards the much-advertised panaceas for maintaining 
full employment—e.g., by deficit spending, or for solving inter- 
national monetary difficulties by currency stabilisation plans. 
He tends to stress a number of the difficulties and dangers in- 
herent in such proposals, and thus provides a wholesome cor- 
rective for those who imagine that economists have now provided 
the politicians with an infallible technique for overcoming ali the 
disorders to which the economic system has fallen a victim in 
the past. 
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For the British reader the most directly interesting part of the 
book consists of the essays dealing with the post-war monetary 
plans. Unfortunately the volume was completed for publication 
just before the Bretton Woods Agreement was concluded, but 
we know Professor Williams’s views on this from an Address which 
he delivered to the American Academy of Political Science in 
April 1945. 

Broadly speaking, his position throughout has been one of a 
guarded and qualified approval of the general scheme for establish- 
ing an international monetary stabilisation fund, while emphasis- 
ing the importance of recognising that its usefulness will be 
narrowly restricted by other provisions and adjustments, especially 
in the field of foreign trade. One major preoccupation with 
Professor Williams has been the weak position in which England 
would find herself at the end of the war, and this has led him to 
favour the ‘“‘ key currencies approach,” the whole situation from 
this angle being dominated by the dollar-sterling relationship. 
In the latest of his essays—the Address referred to above—he 
went so far as to advocate the postponement of the Bretton 
Woods Agreement until special measures had been taken to solve 
the British problem. The new Loan Agreement negotiated 
with the United States, if ratified by Congress, will, it is to be 
hoped, meet this particular point and give England the necessary 
breathing-space to reorganise her international trading and 
financial system on a multilateral basis. 

Finally, with regard to the working of an international 
monetary plan, there is an important passage in the Academy of 
Political Science Address which sums up a contention of Professor 
Williams which is put forward repeatedly in the earlier Essays 
reprinted in this volume; it represents an American approach to 
which due attention should be paid in this country : 


“‘ One thing that has troubled me during the entire course of the 
discussions has been the reiterated insistence by the British that the 
responsibility for international trade adjustment rests on the creditor 
country. I cannot avoid the conclusion that, taken against the back- 
ground of this British discussion, the fact that the negotiations with 
regard to principles of adjustment resulted finally in the removal from 
the document [sc. the British-American Experts’ Plan] of all references 
to two-sided adjustments, and the high-lighting of the one case of a 
possible dollar shortage means quite specifically that if we do not 
prevent a dollar shortage that fact will be taken to mean we have not 
discharged our responsibility, and have therefore given the rest of the 
world carte blanche to resume exchange control and trade discrimina- 
tion as before. It is not that I wish to run away from this responsi- 
bility. It is only that I think it will not work unless there is a clear 
understanding that the responsibility must be shared. There is no 
action which a surplus country might take which does not have its 











— US hlUDlCUM Eel lllC 


- — eae | Av 


=—a_ GS lUWDUlUlClC Ct 


6 
™ 
i- 
ir 
0 
8 








1946] FRICKEY: ECONOMIC FLUCTUATIONS IN THE U.S. 121 


counterpart for the deficit countries, whether it be in the sphere of 
price changes, trade changes, foreign investment, or any other method 
of adjustment that might be explored. Recognition of this fact is the 
only reasonable basis on which to proceed.” 

The only comment on this for which there is space here is 
that there is one type of adjustment which a deficit country 
should not be required to make—namely, a deflation of its price 
and income structure leading to general depression and 
unemployment. 

If Professor Williams’s book is intended for the professional 
economist, Professor Hansen’s has been written for the intelligent 
layman. It is an excellent piece of popular exposition, which 
seeks to emphasise, to quote from the author’s foreword, “ the 
fact that world prosperity and world stability depend in no 
small measure upon (a) the achievement of full employment 
within the United States, and (b) the action and wholehearted 
co-operation of the United States in the formation and develop- 
ment of international economic organisations designed to ensure 
the workability of a new world order.” Professor Hansen 
describes lucidly the schemes which were approved at Bretton 
Woods, and discusses one by one the principal criticisms that 
have been levied in America against the plan for an International 
Monetary Fund. While regarding the criticisms as invalid, he 
stresses the need for an International Trade Authority and an 
International Commodity Organisation. He is addressing above 
all his own fellow-countrymen, and it is to be hoped that his 
words will fall on receptive ears in the United States. But the 
exposition is so clear and helpful that the book can be warmly 
recommended also to the many people in this country who would 
like to know about these important matters but have the 
impression that the subject is too technical and difficult for any 
but the expert. 


C. W. GUILLEBAUD 
St. John’s College, 


Cambridge. 


Economic Fluctuations in the United States. By Epwtn Frickey. 
(Harvard University Press (Oxford University Press), 1942. 
Pp. xxi + 375. 28s.) 

THis book presents the results of a systematic and pains- 
taking analysis of economic time series in the United States, 
covering the period between the end of the Civil War and the 
beginning of the first World War. The main object of the work 
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is the separation and measurement of long-run trends and short- 
term cycles in a selected group of series. Its aim is therefore 
limited, but the findings, which rest on carefully and solidly 
constructed foundations, are sufficiently important to make the 
work invaluable for future investigations on American business 
cycles. 

The author adopts a different strategy from that usually 
employed in the analysis of time series. He proceeds by what 
he calls “‘ the genetic method—ab initio—setting aside all pre- 
conceptions. Our aim should be so to perform the analysis as 
to lead to complete conviction in the end that the results portray 
only relationships inherent in the original figures; ground must 
not be left for the suspicion that these results even might have 
been in whole or in part created by some process of adjustment 
or manipulation ”’ (p. 9, author’s italics). Methods of estimating 
secular trend by means of mathematical curve fitting, moving 
averages and other smoothing devices are accordingly rejected. 
That such methods can sometimes yield a variety of contra- 
dictory results is clearly demonstrated by the example of pig-iron 
production. In this case twenty-three trends mathematically 
fitted by different investigators reveal average cycles about the 
trend varying fairly continuously from four to forty years; the 
results of applying moving averages to the same data are also 
shown to vary, depending on the length of period chosen. Pro- 
fessor Frickey’s own method, per contra, shows that, over the 
period considered (1866-1914), the secular trend of pig-iron pro- 
duction must be represented either by a logarithmic parabola, 
or by something very similar. 

Thirteen economic time series are first selected for analysis, 
from among those which are considered important, which are 
readily obtainable and which are not “inflexible or erratic.” 
The selected series relate to bank clearings, railroad earnings, 
imports, exports, immigration, railroad stock prices, industrial 
stock prices, sensitive commodity prices, wholesale prices, com- 
mercial paper rates, New York bank loans and bond prices (the 
last two inverted). A lengthy analysis establishes that relative 
changes are more significant than absolute changes, a conclusion 
which could have been reached more shortly. After elimination 
of seasonal variations, the series are expressed in the form of 
“ link-relatives,” showing the relative changes from each date 
to the next. Why this particular form of presentation is chosen, 
in place of the more usual form of expression in terms of index- 
numbers with a fixed base, is not explained, except that it is 
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said to be simpler. In fact, it does not seem to add anything, 
and makes the subsequent comparison with other series more 
complicated. Taking the quarterly data first, each series is 
adjusted for ‘‘ long-time drifts ” (the word trend being eschewed 
at this stage, so as to avoid any suggestion of question-begging) 
by expressing the link-relatives in terms of deviations from the 
average link-relative for each series, thus, in effect, eliminating 
the average rate of change. Further adjustments are made for 
differences in the average amplitude of fluctuation, and for lags. 
The thirteen series, after these adjustments have been made, 
show, with a few exceptions, a high degree of correspondence. 
A “standard pattern,’ which describes the short-term fluctua- 
tions common to most of the series, is then constructed. The 
author’s claim that the standard pattern “could not possibly, 
in any essential respect, have been created by the methodology ” 
(p. 129) is well substantiated. 

In an attempt to discover whether any new patterns emerge 
as the period to which the data relate is gradually lengthened, 
the same procedure is successively applied to the quarterly and 
annual data, and to the data arranged in averages of two, three, 
six and‘nine years. In this section it was perhaps unnecessary 
each time to repeat every stage of the analysis. There could be 
no objection, for instance, to using the results of investigating 
the quarterly data for lags in the subsequent analysis of longer 
periods. Another minor point is that the possibility of determin- 
ing lags in fractions of a year from annual data is apparently 
overlooked. 

The conclusion of this section of the work is that no persistent 
pattern is discernible apart from that already derived from the 
quarterly data, while the six-year and, especially, the nine-year 
analysis reveal “evidence of some underlying disjoining in- 
fluence,” reducing the intercorrelation of the thirteen series. The 
conclusion indicates, and subsequent analysis confirms, that the 
trends have not been completely eliminated by the simple adjust- 
ment for “ long-time drifts.”” While no new pattern of fluctua- 
tion is discovered, the analysis by periods of six and nine years, 
and particularly the evidence of Charts 9B and 10C, indicate the 
presence of regular fluctuations covering a period of several years. 
The author makes no attempt to investigate the form of these 
fluctuations, or to distinguish, in the standard pattern, variations 
having different periodicities. 

In the next section supplementary data are considered, relat- 
ing to industrial and agricultural production, transportation, trade 
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and employment. The presentation of new indices of manu. 
facturing production, transportation and communication, and of 
these two combined into a general index of production, for the 
period 1860-1914, as well as of a new index of employment, con- 
stitute not the least valuable part of Professor Frickey’s work, 
Apart from agriculture, the additional series, after adjustments 
for differences in amplitude of fluctuation, long-run tendencies 
and lags, show very close conformity to the standard pattern of 
short-run fluctuations, previously obtained. The results of these 
investigations “ clearly indicate that for the United States over 
the pre-war period 1866-1914 a well-defined pattern of short-time 
fluctuation is generally pervasive throughout the structure of the 
nation’s industrial and commercial life ’’ (p. 167). 

Before proceeding to the decomposition of the time series, 
the author succeeds in demonstrating, by means of graphic 
analysis, that as “‘ a good first approximation to the truth ”’ the 
variations in the main series, apart from seasonal and irregular 
fluctuations, are resolvable into secular trends and cyclical fluc- 
tuations; and that the relationship between these two types of 
variations is that of being logarithmically additive. To this he 
adds the comment that “there is, of course, nothing essentially 
new about the proposition itself. . . . The claim to novelty . .. 
rests not upon statement of the proposition but upon demonstra- 
tion of it for an important range of data ” (p. 253). 

The problem of separating secular trend and cyclical varia- 
tions is then attacked by two independent methods, in both of 
which the usual procedure is reversed, cyclical fluctuations being 
first eliminated from the original series and the trends obtained 
from the residuals. In the first method, a particular series—the 
production index—is selected as having a relatively simple form 
of trend and, when this is eliminated, the resulting index of cyclical 
fluctuations is used to precipitate “ trend-indications ”’ for other 
series which were found to have similar short-term fluctuations. 
The second method depends on analogous use being made of the 
*‘ standard pattern ”’ of short-term fluctuations, from which any 
remaining elements of trend first have to be eliminated. This is 
done by applying the standard pattern to the original series, 
obtaining tentative trend lines, using deviations from the trend 
lines to construct a revised standard pattern and repeating this 
process until all elements of secular trend have been virtually 
eliminated. The cyclical variations in the final revision of the 
standard pattern are eliminated from the individual series and, 
after dividing the time interval, where necessary, into sub-periods, 
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lines representing secular trends are fitted to the residuals. The 
two methods, both of which depend on the close correspondence 
which was revealed in the short-term fluctuations of the different 
series, give practically identical results. While the author recog- 
nises that, in fitting trend lines to time series, discretionary 
judgment inevitably enters at some stage, he may fairly claim 
that ‘the need for the exercise of discretionary judgment is 
here reduced until it becomes almost a negligible factor in the 
fitting” (p. 340). It should be added that numerous cross-checks 
are provided at nearly every stage of the analysis. 

This is no more than a bald summary of Professor Frickey’s 
method, and hardly does justice to the breadth and originality, 
or to the many interesting side-lights, of his work. Disappoint- 
ment may be felt that the analysis was not carried farther, and 
criticisms are possible on minor points which do not, however, 
affect the essentials of the method. The author’s scrupulous 
desire to avoid the introduction of any semblance of bias, though 
certainly appropriate in the development of a new method, seems, 
here and there, to have been carried to excess. Again, the state- 
ment that, in curve fitting, “in many instances the criterion 
‘ absolute sum of the deviations a minimum’ is superior” to 
the method of least squares (p. 32) does not appear to be sub- 
stantiated. In the analysis of long-run tendencies the author 
makes use of what he calls “a new mathematical technique ” 
(p. 294), involving the study of first and second differences, 
which are shown to have similar fluctuations, but with different 
timing. He makes play with the well-known fact that the sine 
curve possesses a similar property, but fails to observe that the 
same property is possessed by any curve having wave-like fluc- 
tuations, which are commonly found in economic time series. 
It is surprising, also, that the original material is very seldom 
presented, except in graphical form, so that the reader who 
desires to make additional calculations is handicapped. 

The method has, of course, its own limitations, and evidently 
cannot be applied to any case, such as agriculture, which does 
not conform to the standard pattern. Wisely, the author gives 
an emphatic warning that ‘‘ the method is not, of course, intended 
to be employed blindly or mechanically ” (p. 129), and concludes 
by remarking that his “ great misgiving in presenting this study 
is that there may somehow be supposed to be such a thing as 
the ‘ Frickey method ’ for analysing time series, capable of being 
applied automatically and universally” (p. 342). How widely 
it can be applied remains to be seen. But, limitations notwith- 
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standing, Professor Frickey has developed a powerful technique 
which is capable, as he shows, of producing some striking results, 
The work is written in a style which, though somewhat repetitive, 
is a model of lucidity. 
J. L. NicHoLson 
Institute of Statistics, 
Oxford. 


Le Développement. de la Pensée Economique. By BERTRAND 
Noearo. (L’ Economie Politique Contemporaine : Vol. XXII. 
Paris: Librairie Générale de Droit et de Jurisprudence, 1944, 
Pp. 345.) , 

A BOOK on the history of economic thought may have three 
distinct aims. The first and foremost is to give a clear and 
comprehensive picture of the theories expounded in the past; 
the second is more ambitious: it consists in a critical comparison 
of those theories with the state of knowledge reached to-day, 
and in a judgment of their lasting value according to modern 
standards; the third is possibly more ambitious still: it is an 
attempt to see the economics of yesterday within the framework 
of contemporary life, and to understand it as an expression ard 
reflection of the period which it endeavoured to study. As the 
two latter types of approach are mutually exclusive—every 
author must decide whether the truths of economic theory are 
absolute and timeless, or relative—we can classify the works on 
the subject by allotting them to the one or to the other type. 

Prof. Nogaro’s treatise is entirely and consistently critical: 
he makes no attempt to explain why the thought of the past 
has developed along lines characteristically different from our 
own. In fact, the present book must be understood as a sequel 
to the author’s two-volume Cours d’Economie Politique. There 
Prof. Nogaro set forth what, in his opinion, is the truth: here 
he looks for his predecessors, and he is pleased when he finds 
them. This unhistorical attitude is somewhat surprising in a 
writer who confesses to being a disciple of the historical school, 
and who is continually fighting against the deductive method 
because it forgets the reality which lies behind economic theory 
and which should govern economic thought. Surely, one of the 
fundamental theses of the historical movement was the contention 
that the development of economics is, not a progress from error 
to truth, but a change of opinion motivated by the change of the 
underlying factual conditions. 
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The point of view from which Prof. Nogaro surveys the past 
is best seen in his final judgment of Menger and Walras. Menger’s 
principal merit, he says, is his insistence on the fact that the 
prices of the factors of production depend upon, and vary with, 
the prices of the finished goods, that they are not more than 
“transitory.” But, he adds in a very characteristic footnote, 
this connection between the market of the factors of production 
and that of finished goods, was already known to Jean Baptiste 
Say and clearly indicated by him. Walras may be said to have 
first correctly formulated the law of offer and demand. Yet, 
Nogaro explains, if this is true, Cherbuliez’s prior claims to 
our admiration should not be forgotten. Thus he tends to deny 
or to diminish the originality of Menger and Walras, and he 
characterises their theories by the same phrase: he calls them 
“ pedantic retrogressions ”’ because of their irrealistic and purely 
deductive nature and method (pp. 234 and 265). 

This seems a very stern judgment; many will think it icono- 
clastic and even herostratic. It must, however, be pointed out 
that Prof. Nogaro’s criticism of the Vienna and Lausinne systems 
is able and telling. Unlike former disciples of the historical 
school, he meets his opponents on their own ground and en- 
deavours to beat them by their own weapons. He exposes the 
weak links in their logic, and what he says shows a splendid 
mastery of the subject, and admirable critical acumen. 

A point which cannot fail to challenge the reader’s opposition, 
is the curious limitation of the field which Prof. Nogaro has 
imposed upon himself. Gossen is only mentioned in a footnote 
(incidentally, he called himself Hermann, not Heinrich, and it 
may please a Frenchman to hear that, at least as a young man, 
he preferred the French form Armand); Jevons, apart from 
incidental references, is allotted no more than three lines. Marx 
is excluded altogether, because, as a note tells us, the book is 
not concerned with “ doctrinaire tendencies.”” But this is a poor 
argument. Whatever one may think of his final conclusions, 
Marx’s theoretical work was inspired by a pure desire of know- 
ledge, and it is impossible to label him “ unscientific ’’ and put 
him out of doors. Still, even this may pass. But it is impossible 
to condone the exclusion of Malthus and of Thuenen. The 
omission of Malthus is explained as a result of the desire to 
concentrate on the fundamental texts; but if Malthus’s book is 
not fundamental, it is difficult to see which is. In fact, Nogaro’s 
exposition of the wage theories of Ricardo and Mill suffers 
seriously because the tendency, analysed by Malthus, of the 
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supply of hands continually to outstrip the demand for labour, 
is not discussed. Malthus’s Principle of Population is simply 
part and parcel of Ricardo’s thought, and of the system of Mill, 
and to disregard it is a sin which can hardly be forgiven. Thuenen 
shares one single sentence with Rau and Hermann. His import- 
ance could perhaps be doubted, but hardly by Prof. Nogaro, 
who gives much space to the discussion of ideas, admittedly 
due to the genius of Thuenen, when he speaks of John Bates 
Clark and Alfred Marshall. The work would gain a great deal, 
if at least these two gaps could be closed in later editions. 

The book is, on the whole, very good reading. The essential 
points are always securely grasped and clearly set forth, and 
there is much conscientious documentation, for which even the 
advanced student must be grateful. I trust, however, that the 
author will not be angry with me if I express the confident hope 
that the word “‘ équilibrisme,’’ which he has coined to describe 
the school of Lausanne, will not become general usage. I suppose 
it is too late to protest against the word “‘ marginalisme ”’; but 
if we have to retain it, it is certainly the limit of the endurable. 

W. Stark 
University of Edinburgh. 


Housing and the State. By Marian Bowery. (London: Allen 
and Unwin, 1945. Pp. viii + 283. 15s.) 

Building and Planning. By G. D. H. Cote. (London: Cassell, 
1945. Pp. 287. 10s. 6d.) 

Dr. Bow.ey divides inter-war house-building experience into 
three parts: 1919-23, associated with the name of Dr. Addison; 
1923-33/4, when three successive Ministers of Health were in 
control, Mr. Neville Chamberlain, Mr. Wheatley and Mr. Green- 
wood; and 1934-39, following Mr. Greenwood’s introduction of a 
new type of slum-clearance subsidy, related not to houses, but to 
the number of persons displaced and rehoused. 

Justification for this changed line of attack is found in a 
table summarising certain facts as to houses built in England 
and Wales between January 1, 1919 and September 30, 1934. 
Out of a total of nearly 24 millions, less than one-third were built 
by local authorities; and even out of approximately 1} million 
built by private enterprise, only about one-quarter were sub- 
sidised. An analysis by counties shows further that, in the 
period 1921-31, not only were the rates of supply of new houses 
by private enterprise much higher on the whole than local 
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authority rates, but they were usually highest where the need 
for houses was great, which was not true of local authority 
rates. Dr. Bowley brings out, too, the important fact that it 
was the development of the building society system which made 
possible the large volume of building by private enterprise, 
replacing as it did the local market for mortgages by a national 
market dependent on indirect investment. 

It must not be inferred that only private enterprise is capable 
of solving the housing problem; nor can it be assumed that the 
houses thus built were in general such as the poor could afford. 
There is, indeed, ample scope for fresh experiment in public 
building. But among the lessons to be learnt from past experi- 
ence is the need for a clearly defined policy consistently pursued. 
Too frequent and sudden changes are the price paid for party 
government. Another and possibly greater weakness in the past 
has been the granting of State subsidies without ensuring any 
control over the use—and price—of building materials and labour. 
To attempt to solve the problem of control by sharing it between 
three Ministries, those responsible for Works and Buildings and 
Town and County Planning, in addition to the Ministry of 
Health, is only to create worse confusion. Few things are more 
essential than to get a co-ordinated plan, approved by all three 
Ministries and by other closely concerned Government depart- 
ments such as the Board of Trade and the Ministry of Labour. 

Mr. Cole’s book, as the title indicates, covers a wider field. 
He discusses not only houses, but factories, schools, community 
centres and all other types of building; and he relates the 
problem to the present and future distribution of industry and 
population and to the development of transport and other public 
services. The location of industry is fundamental because a 
man’s work in large measure fashions his life. Hence the Govern- 
ment’s first step, according to Mr. Cole, should be to prepare a 
nation-wide economic plan for the best use of the country’s 
natural and acquired resources. This would fix the framework 
within which regional physical planners would go on to consider 
designs for the best use of their land in terms of amenities and 
efficiency of service. It would then be left to the local authorities 
within each region to control the actual building and development 
in their own areas in conformity to these regional designs. Con- 
fusion is inevitable failing co-ordination between the Government 
departments responsible for different aspects of planning and 
building. Such failure Mr. Cole deplores as much as Dr. Bowley. 


He cites no fewer than fourteen major considerations of policy 
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which call for decision before it can become possible to predict 
with any pretence to accuracy the peace-time expansion needed 
in the building industry. 

The structure of Great Britain, it is pointed out, badly wanted 
re-planning and re-building even before the outbreak of war, if 
it was to satisfy modern standards of amenity and keep step 
with technical progress. The need is much greater now. Re- 
planning on an adequate scale would guarantee employment to 
the building industry for several years, and it has long been 
recognised that this industry occupies a strategic position in any 
attempt to solve the problem of full employment. 

Mr. Cole has himself drawn up a tentative twelve years’ 
building programme, for which he estimates a labour force rising 
to 1} millions in the fifth year would be necessary. Would such 
a force be available? The answer depends on priorities to be 
decided by the Government and upon the wages and conditions 
to which building operatives could look forward. If old methods 
of building are retained, more than half the total of men needed 
will be skilled craftsmen who cannot be trained quickly. How 
far will it be possible to use less skilled factory labour by resort- 
ing to pre-fabrication? Mr. Cole admits this possibility in large 
buildings of constructional engineering type, but doubts its wide 
extension in house-building apart from standard components and 
fittings. With the admitted qualification his adoption of the 
traditional assumption that one-man-year’s labour is still required 
to build a house seems too conservative. There is also a sur- 
prising discrepancy between his estimates of housing needs and 
those of Dr. Bowley under certain specific heads, such as de- 
crowding and slum clearance (see Bowley, p. 228, and Cole, 
p. 147, making allowance for his figures being on an annual rate 
basis). 

Dr. Bowley has given us a most valuable study of the causes 
of past failure or success in our subsidised housing experiments. 
Mr. Cole ventures to look more into the future, marshalling his 
facts and arguments with his accustomed clarity and skill. The 
two books are most timely, and it is to be hoped that they will 
be read and pondered by all Ministers and local administrators 
responsible for housing and planning. 

D. CarapoG JONES 


Buckden. 
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National Health Insurance. By Herrman Levy. (Cambridge 
University Press, for the National Institute of Economic and 
Social Research, 1944. Pp. 366. 18s.) 


With Industrial Assurance and Workmen’s Compensation, 
which Dr. Levy wrote in collaboration with Sir Arnold Wilson, 
this work forms a trilogy. It discusses in the same thorough 
and competent way the scope, benefits and administration of the 
British provision against sickness, initiated in 1911. The dis- 
cussion is by no means purely descriptive, but is throughout 
closely related to the political and economic setting and to 
contemporary controversial literature on a model that Dr. Levy 
has made specially his own. 

The history of the passing of the 1911 Act, told in the first 
chapter, is particularly timely in view of the present problems of 
legislating for a National Health Service. Dr. Levy is healthily 
sceptical of the ethic and logic that underlay that Act, and puts 
more stress or the power of the vested interest and the economic 
motive than does Sir John Clapham (quoted on page 14) or the 
Royal Commission of 1924 (quoted on pages 106-9). He thinks 
that the burden of evidence submitted to the Commission supports 
the view that panel patients do not get the same attention as 
private patients. Nor does he accept Friendly Societies (p. 82), 
or even Trade Unions, as always above the reproach of dogs in 
the manger. Dr. Levy is also critical of Britain’s “‘ background ” 
research into the organisation of medicine. He appreciates the 
research work of the Medical Research Council and the Industrial 
Health Research Board into industrial fatigue and sickness, but 
complains (p. 103) that such bodies or similar official and semi- 
official organisations “‘ are not expected to evolve anything like an 
economic or administrative system out of their medical enquiries.”’ 

Social science should, we agree, tackle problems such as the 
buying of medical practices, and the economics of doctoring 
generally ; local deviations in access to hospital beds; queueing 
for out-patient treatment; and the financing of Sanatorium 
treatment of tubercular patients. Unless the stigma is still 
well-deserved, social psychologists might even be put to work to 
remove the public hospital’s “ poor-law stigma” from the 
proletarian sub-conscious. Let us hope the founding of Chairs 
of social medicine in Oxford, Birmingham and other Universities 
will remedy matters; but meanwhile Dr. Levy’s very specific 
and well-documented points of criticism must be welcomed as 
constructive. He has worthily taken up the cudgels of the late 
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Joseph L. Cohen, “ the only English economist who has made a 
special study of social insurance ” (p. 22). 

Of greatest topical interest is perhaps the Postcript, written 
after the publication of the Beveridge Report. Dr. Levy agrees 
with Sir William on the total inadequacy of the present National 
Health Insurance services. But he questions the need of some 
of the Beveridge proposals for making the scheme more adequate 
—particularly administrative unification with unemployment 
insurance; the flat rate of contribution and benefit regardless 
of income; and the divorce of the cash benefit from the medical 
services. In his reaction against the admitted inefficiency of the 
present methods of organisation Dr. Levy feels that Beveridge 
has under-estimated the value of interlocking, within the Health 
Insurance scheme, the palliative cash payment with the mainly 
preventive medical service. Early in the book (page 60) he 
writes, ‘‘ the more effective the scheme is medically, in physical 
terms, the less costly it will be financially in terms of cash,” and 
in his last page (355) he wonders whether it is wise to disconnect 
the power of the financial motive from rehabilitation and the 
positive prevention of ill-health. 

Altogether, Dr. Levy’s study is a most informative and 
thoughtful work. It is easy to follow in its logical development 
and easy, too, to use as a work of reference. 

P. SARGANT FLORENCE 

The University, 

Birmingham. 


Industrial Record, 1919-39. A Review of the Inter-War Years. 
(Bournville : Cadbury Bros., Ltd. London: Isaac Pitman, 
1945. Pp. 87. 8s. 6d.) 

THE firm of Cadbury has long been famous for its welfare 
work and social services inside and outside the Bournville factory. 
The firm is now also becoming famous as a pioneer in methods 
of industrial economy, and this short anonymous book describes 
recent changes in their practice. 

It is remarkable how many of the general principles argued 
by textbooks of realistic economics are illustrated in this Indus- 
trial Record. The law of increasing returns and the disadvantages 
of integration (pp. 22-27); the function of the wholesaler (p. 55) 
and the high costs of small-scale retailing (p. 49); the ultimately 
beneficial effect of mechanisation on employment and the possible 
reconciliation of producers’ and consumers’ interests, are all 
instances in point. 
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Not all the principles illustrated were acted upon. The firm 
could not close redundant small shops, or do much to reduce the 
overwhelming costs of distribution by competitive retailers. But 
the firm did “‘ disintegrate,’ standardise and mechanise its own 
production. Vertical disintegration disposed of a saw-milling 
department for making packing-cases, and diagonal (or service) 
disintegration cut down the proportion of printing, building and 
power provided by the firm itself. Transport services, too, were 
disintegrated. Local hauliers now bring milk from the farms 
to the condensing plants, a canal-carrying company owns the 
barges bringing the condensed milk to Bournville, and the rail- 
ways (under a system of sixteen regional depots) haul the product 
in bulk most of the way to the consumer. This railhead system 
is said (p. 59) to have cut down transport costs nearly 50%, 
mainly by reduction of freight, packing and stock-room expenses. 

Standardisation was forced by the war. Concentrating on 
block chocolate and producing twenty-nine ‘“‘ packings ”’ as against 
237, the firm, with an output tonnage down only by 12% 
between 1939 and 1942, saved 40% in labour, 20% in factory 
space and 50% in paper. As a result, though the cost of 
ingredients rose by 80% and wages and other expenses were up, 
the average retail price to consumers rose by only 17%. 

Mechanisation proceeded steadily between 1924 and 1938. 
But though output per employee doubled (p. 29), price was 
reduced and sales increased sufficiently to employ almost the 
same number of factory workers. Principles of industrial loca- 
tion, too, were applied in the siting of milk-condensing plants 
and overseas factories (pp. 25, 26 and 78). 

Such practical illustrations of economic theory do not exhaust 
the interest of this book. There are admirable charts showing 
(p. 77) the relation of exports to overseas production and (p. 80) 
the results of multiple taxation; sketching (pp. 11 and 13) the 
work of the planning department in maintaining an even flow 
of work day by day and season by season ; and illustrating (p. 66) 
sources of recruitment and advancement to various levels, includ- 
ing positions of higher control. The discussion of methods of 
forming decisions on higher policy is, indeed, all too brief. We 
are told that certain Blue Notes (p. 14) “are the pre-requisite 
authority for the introduction of new lines, laying down the 
standard processes, recipes and prices and for variations in exist- 
ing lines and normal procedure,” and that though the cost office 
acts as the channel for these “ instructions ”’ (so as not to lose 
sight of the cost aspect) they must be signed by a Director. 
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We are also told (p. 14) of the importance of preserving “ the 
roots of personal endeavour and individual responsibility ’’ and 
the need for ‘ decentralisation and localisation of authority.” 
These are administrative rather than economic principles, but it 
would certainly help economists in identifying the entrepreneur 
to see such principles illustrated and charted as they work out 
in a successful industrial organisation. 

By all means let us have more publications like Industrial 
Record. England’s future prosperity depends as it has never 
before on its productive and distributive efficiency. Firms in 
every industry have much to learn from the economic and 
administrative practice of Cadbury Brothers. 

P. SarGant FLORENCE 

University of Birmingham. 


A History of the Business Man. By Miriam Bearp. (New 
York : Macmillan Company, 1945. Pp. 788. $5.) 


THIS is an ambitious attempt to write the history of the 
successful business man or entrepreneur from the early days of 
the Homeric Age to the eve of the Atomic Age. 

After a stimulating introductory chapter where she formulates 
her thesis or theme, the author proceeds to develop her survey 
in five somewhat disproportionate parts: the Heritage of 
Antiquity, the Patrician City Ruler, the Monopolist, the 
Individualist and the Big Business Man. The scope of her 
inquiries is indicated by the titles of her first and last chapters. 
She opens with Swordsmen and Salesmen in the Homeric 
Age and closes with two brief chapters on Great War, Growing 
Masses, Big Business and the Closed Frontiers and (American) 
Business in Search of Credo and Character. 

The author states that the book “is an attempt in a new 
direction—a biography of a type, instead of an individual . . . a 
picture of the business man, the organiser of economic enterprise, 
whether in trade, finance or manufacture.” 

She further states, ‘‘ Not written around a rigid thesis, this 
book is intended to present an assemblage of facts about the 
development of the business man and his influence on the rest 
of society. It brings to popular attention a large amount of 
fresh material unearthed by Continental scholarship, which helps 
to explain his role in affairs and provides him with the historic 
setting he has hitherto lacked.” 

The author has a very racy style; her alliterative captions 
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of chapter and paragraphs are arresting, and reflect her training 
at one of the American post-graduate Schools of Journalism. 
She has compressed into-her twenty-eight chapters a considerable 
amount of information, reminiscent of H. G. Wells’ Short History 
of the World. The book abounds in smart epigrams, bon-mots 
and striking portrayals. The author has a flair for vivid writing. 
She weaves quite a romance about the business man in history. 
For my own part, I was quite enthralled by the first seventeen 
chapters, but as I read her eighteenth and nineteenth chapters 
on Stirrings and Steam in Europe and Business Ferment 
on British Frontiers, I felt her romantic pen ran away with 
her, so much, as to depart from strict historical or biographical 
fact. 

One or two quotations from Chapter XIX, which deals with 
some of the familiar British business men of the eighteenth 
century, responsible for what Miriam Beard calls the ‘‘ business 
ferment on British frontiers ’—Wedgwood, Boulton, Arkwright 
and Watt, will illustrate this criticism. 

Of Josiah Wedgwood she writes (p. 489): “‘ As the first 
manufacturer to provide England with a first-class article of 
wide exportability—in addition to woollen cloth—Wedgwood 
became famous and admired.”” This sentence is a generalisation 
with which few could quarrel—not even some of his contemporary 
rivals in the pottery industry. 

But the next sentence shows that the author has tripped up 
badly. “‘ After his first half-million pounds, he got a knighthood.” 

One is tempted to ask, When was Josiah Wedgwood knighted, 
and by whom? But there is no need to ask the author to answer 
these questions, for such a statement is pure fiction. Wedgwood 
was never knighted, except in Miriam Beard’s mind. 

This fiction she repeats (pp. 491-2) in her paragraph on 
Richard Arkwright : 

“ Finally, like Wedgwood, he too received the seal of social 
success by being made a knight by George ITI.” 

Although in the appended Bibliography she lists 200 books 
which she has consulted, I do not detect one authoritative book 
or biography of Wedgwood, like Meteyard, Professor Church, 
Jewitt or Lord Wedgwood, from a perusal of which she could 
have checked this point. From internal evidence in her own 
book, she unwittingly indicates why Josiah Wedgwood never 
was a person ever likely to be knighted, least of all by a monarch 
like George III. She writes of Wedgwood!: “In many ways 


1 Ibid., pp. 489-90. 
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Wedgwood illustrates the best quality in Staffordshire—its lively 
curiosity. His activity was constant in many fields. He... 
read Rousseau, staunchly defended American independence’? (italics 
mine). 

Wedgwood’s sympathy for the French Revolution, and later 
with the American Revolution, as is stressed by his biographers, 
and even by Miriam Beard, is reason enough why he was never 
knighted by such a reactionary monarch as George III. 

One of Wedgwood’s political traducers in the Morning 
Chronicle of 1787, in an anonymous letter signed ‘‘ Friar Bacon’s 
Ghost,” went even farther than the present author. He wrote 
with bitter sarcasm, ‘‘ Mr. Wedgwood will be, in all probability, 
dignified for his present services, with the title of Sir Josiah, and 
should he continue to let his clay be moulded by Administration, 
a Peerage will be most likely to grace his brow.’ (Italics his.) 
The “ probability’ has become an “ actuality’? in Miriam 
Beard’s chapter. 

If the author in future editions checks some of her alleged 
facts, her book will be a stimulating spotlight on the business 
man in history. For the moment her inaccuracies, where one 
can check her, as in the examples that I have taken, make 
one suspect her where one is in no position to verify her state- 
ments. 

JoHun THOMAS 


Manchester. 


Alfred Williams: His Life and Work. By Leonarp CLaRK. 
(Oxford : Basil Blackwell, 1945. Pp. xi + 206. 17s. 6d.) 


ALFRED WILLIAMS’ writings describe the lives of the villagers 
in the village where he was born and in the Vale of White Horse 
and the upper Thames; his own life was lived in one of these 
villages, and the description of his life by Mr. Leonard Clark shows 
him to have been a villager fully conversant with the way of life 
of the rural worker. 

By the chances of birth, Alfred Williams was fated to be a 
farm worker, but, like so many others of his contemporaries, he 
broke away—not too far—at the age of fifteen (in 1892) to take 
work in the G.W.R. works at Swindon, where he continued to 
work until he joined the army in World War I. All this time he 
lived at Marston, and walked or bicycled to and from the works, 
and in the evenings, often I fear far into the night, he slaved at 
educating himself to be a literary man. Facilities for educational 
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guidance after leaving the village school were non-existent in those 
days, and Williams, like others who undertook the same task, was 
very much the sport of chance. 
It is almost inevitable that a self-educated writer should at 
first attempt to make himself a poet, and was more so in the late 
! Victorian age. Williams’ first published work was poetry, but 
although three volumes followed one another, he did not achieve 
the stupefying success that overtook his literary ancestors Clare 
| and Bloomfield : nor was he, like Clare, driven into a madhouse 
) through a life of want and trouble, although he suffered greatly 
) in health because of the savage endurance he exercised to enable 
him to follow his chosen path. His exertions, coupled with his 
poverty, were undoubtedly responsible for the shortening of his 
life and his early death at fifty-three. 

May I say that from an economic historian’s outlook it is 
mildly a pity that Williams’ biographer, himself a poet, is more 
interested in his subject’s poetical productions than in his prose 
works, the first of which appeared in 1912, and was A Wiltshire 
Village. Williams, like so many moderns who have less justice 
and who do not lead it, believed that the rustic is the ideal life, 
and tried to describe it as it was being lived and had been lived in 
living memory in the village where he was born. He did, indeed, 
anthropological work in his birthplace instead of amongst the 
savages inhabiting a little-known territory in the remote hinter- 
land of civilisation. The book is, as Clark says, a straightforward 
and ungarnished account of the daily life of South Marston, and 
later studies of the same kind are contained in Villages of the 
White Horse and Round about the Upper Thames, while yet another 
similar volume lies buried in the obscure sheets of the North 
Berks. Herald, where it was published in serial form. 

These books contain a deal of information of value to the social 
and economic historian. They give all sorts of details—diet, 
clothing, house room, furniture of the village people. Farm 
workers, keepers, poachers, odd-job men and women, the saddler, 
the blacksmith and the other tradesmen of the older days are all 
depicted. In Williams’ own words, the characters that figure in 
his pages are not imaginary, but are, or were, real persons, and 
they are comparable to George Bourne’s Bettesworth books as well 
as to the work of Richard Jefferies, whom Williams followed in 
time. 

life in a Railway Factory, which I had not heard of until I 
read the book under notice, contains similar material about urban 
workers in Swindon; and all these studies are gathered into a 
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sheaf by the publication of Leonard Clark’s “ life.’ Williams had 
a hard, desperately hard, life, or so it seems to me, but he was 
justified if only because he has recorded the everyday activities 
of working people in the countryside of the later Victorian age, a 
kind of living that is more remote from us than it was from that of 
many generations of those people’s ancestors. 


G. E. Fusseiu 


London. 

















NOTES AND MEMORANDA 


LIVELIHOOD AND FuLL EMPLOYMENT 


1. Iv an article on “ Full Employment and Security of Liveli- 
hood” ! Mr. Harrod proposes a system by which there would be 
a living wage and a market rate for each occupation, the latter 
being paid by the employer and fixed so as to secure full em- 
ployment, but whenever it was below the living wage the workers 
would receive also a subsidy from a national fund to make up the 
amount of their living wage. The article is of value in redirecting 
attention to the relation between wages, costs and employment, 
which, as Mr. Harrod indicates, has not been sufficiently con- 
sidered in recent years. Theoretically his scheme would ensure 
full employment, being based in part on the classical conclusion 
that if wages are sufficiently flexible there will be employment for 
all. In the present note difficulties are examined which would 
prevent a practical application of the plan. 

2. Mr. Harrod claims that the initial fixing of the living wages 
should not be difficult. He recognises that utopian standards 
must be avoided, and proposes that, for the various skills and 
grades, the existing schedules of minimum rates in all their 
complexity fixed by collective agreements and Wage Councils 
should be recognised by law as defining the living wage.2 How- 
ever suitable these schedules in the different industries may be 
for the operation of Mr. Harrod’s scheme, the rates vary so greatly 
between grades, industries and localities that they would not con- 
form with the generally accepted idea of a living wage. Leaving 
aside this question of definition, how would these rates be adjusted 
in the future? Evidently the intention is that they should con- 
tinue to be fixed mainly by collective bargaining and Wage 
Councils. But these wage negotiations would become artificial 
once the subsidy scheme was in operation. 

In the past the trade unions have known that if they pushed 
their demands for wage increases too far, unemployment would 
result. Under Mr. Harrod’s system, however, there would be no 

? Economic JouRNAL, December, 1943. 

* Fair Wages Tribunals would be set up to deal with cases where the wages 
were unduly low by comparison with similar occupations at the time of the 
initial fixing. 

* Subject to review by Fair Wages Tribunals, and, once a decade by an inde- 


pendent high authority. Annual increases would be made to keep the living 
wages in line with industrial progress. 
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such criterion. Employers’ organisations would have little 
inducement to resist trade union demands, as, if “ living ” wages 
were fixed beyond the profitable level, the employers would then 
pay the lower market rate (fixed by the Minister of Labour), 
and the workers would receive the difference from the national 
fund.! Even if the absence of a firm criterion resulted in “ living” 
wage scales only 10% or 15% too high, this would be quite enough 
to make the scheme unworkable by rapidly draining the fund. 
Mr. Harrod’s proposal for a review of the rates once every decade 
by an impartial high authority would not be an effective safe- 
guard, and if the impartial authority acted more frequently and 
altered substantially the rates fixed by collective bargaining and 
Wage Councils, it would become responsible for wage regulation. 
This would involve a drastic change in, or abandonment of, the 
present system of wage settlement, and would be unacceptable 
to trade unions and employers’ organisations. Also, although one 
of the main reasons for Mr. Harrod’s plan is his dislike of Govern- 
ment control and interference with freedom of workpeople to 
choose their occupations, his scheme would result in replacing 
the present system of voluntary negotiation by comprehensive 
Governmental wage control. 

3. Somewhat similar problems arise from the proposal that the 
Ministry of Labour should fix market rates of wages, which would 
be those actually paid by employers and would be at such levels 
for each industry and occupation as to ensure virtually full 
employment. But it is doubtful whether the Ministry of Labour 
could, in a democratic country, be equipped for this responsibility, 
or whether employers’ organisations and trade unions would 
relinquish to the Ministry the important task of fixing market 
rates. Employers in each industry would have an interest in 
pressing for lower wages, and the trade unions would have much 
less incentive than at present to resist reductions, as their “ living ” 
wages would be made up from the fund. There would also be 
danger that adjustments of the market rates would not be rapid 
enough in periods of changes in prosperity.” 

4. It would appear to be Mr. Harrod’s intention that the same 
market rates would be applied uniformly to all undertakings, 
whether prosperous or not, throughout an industry. Where 
variation in efficiency and prosperity between undertakings is 


1 For this reason it is likely that “living ’’ wages would almost always be 
higher than market rates. 

* Market rates would usually be fixed at an appropriate percentage of the 
“living ’’ wage schedule, but much sifting of economic data and securing approval 
of interested parties would be necessary. 
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considerable, a moderate reduction of market rates might have 
little effect upon unemployment, as the prosperous firms might 
not be able to take on many more workpeople, owing to limita- 
tions of factory space and machinery, while the less efficient 
firms might need heavier reductions to induce them to increase 
the number of their workpeople substantially, but big reductions 
in market rates would involve a heavy drain on the fund. 
Elasticity of demand for the products of an industry would be an 
important factor in determining the magnitude of market rate 
changes. 

5. The national fund from which subsidies would be paid would 
be created by a “ proportional levy on the net receipts of em- 
ployers.” Payments to the fund would be greatest by prosperous 
industries and undertakings, and large sums would be transferred 
from them to sustain wages in the less prosperous industries. 
Thus the scheme would penalise efficiency and discourage 
initiative. 

6. Mr. Harrod, recognising that employers might be discouraged 
by the levy, proposes that a ceiling should be fixed for the levy, 
any deficiency in the fund resulting from this ceiling being borne 
by the general taxpayer. His proposal is that “‘ the total amount 
of the levy should not be so great as to leave the total profits 
of employers less than they were in an agreed representative 
period, e.g., the years 1933-8,” but he admits that this might 
involve accountancy complications. This is certainly true, and 
it would also be difficult to estimate the amount of the burden 
which would fall on the taxpayer. The scheme would not work 
ifa wide gap developed between “‘ living ” wages and market rates, 
and yet, except in periods of boom, the gap would be considerable 
in many industries. 

7. While admitting that workpeople would be less repelled 
by declining industries than at present, Mr. Harrod considers 
that his scheme would result in much greater mobility of labour. 
He argues that market rates in prosperous industries would rise 
higher than under collective bargaining, and these higher rates 
would be the principal means of securing increased mobility 
and clearing the labour market. Already, however, in pros- 
perous industries the rates fixed by collective bargaining are con- 
siderably higher than in depressed industries, and work, if avail- 
able, represents a powerful attraction to people paid at lower 
rates and experiencing unemployment in depressed trades. On 
balance it would seem likely that the reduction in mobility re- 
sulting from virtually guaranteeing employment and a “ living ” 
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wage in their present occupations and localities would be much 
greater than any increase due to high market rates in other 
occupations and localities. 

8. Mobility resulting from high market rates in prosperous 
industries would be supplemented in Mr. Harrod’s scheme by 
restriction or prohibition of new entrants into depressed trades 
wherever market rates in these trades were 10% below the 
“living” wage. This would be only a slow process for reducing 
the working force in such trades. Also restriction or prohibition 
of new entrants would be appropriate only for industries ex- 
periencing a long-term decline, but not for those affected by 
cyclical depressions. It may further’ be noted that in a severe 
cyclical depression market rates might have to be reduced in some 
industries by much more than 10% below the “ living ” wage in 
order to clear the labour market. 

9. As already indicated, increased mobility under the scheme 
is unlikely, but, if achieved, would conflict with Mr. Harrod’s 
proposal that economic plans should be framed “on the assump- 
tion that it is advisable for the normal worker to remain through 
life in the same place and trade. . . .”” Such a policy is, however, 
unacceptable in these days of rapid economic and technological 
change, and if generally applied would result in greatly increased 
unemployment. It would be beneficial for many elderly work- 
people, but all others should be encouraged to be mobile. Enm- 
ployment would be facilitated if a considerable number of work- 
people could acquire reasonable skill in at least two trades, instead 
of concentrating on only one, and this would give them greater 
confidence and sense of security. Also, semi-skilled workpeople, 
whose job can be learned in a few weeks, and unskilled workpeople, 
numbering many millions in this country, are readily mobile 
between industries in their own locality. Mr. Harrod describes 
change of trade and locality as a painful process, except for the 
adventurous few, and considers that mobility should be mainly 
by juveniles. It can be agreed that the process of being squeezed 
out of a depressed industry is painful, but it is the squeezing and 
not the movement which is painful. The change to an expanding 
industry perhaps in a new locality, with higher wages and less 
risk of unemployment, is surely a stimulus and satisfaction. 

10. As already indicated, the scheme would have important 
reactions on industrial relations. The powers of the Ministry of 
Labour over wage regulation would be greatly increased, while 
the functions of trade unions and employers’ organisations would 
be substantially changed and their responsibilities diminished. 
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Their opposition would, therefore, be likely to make the adoption 
of the scheme impracticable. Mr. Harrod considers that the right 
to strike for wage increases or for reduction of hours which would 
increase labour costs, should be renounced in return for the 
benefits of full employment and the “ living” wage, though he 
would not make such strikes illegal. Participants in strikes for 
these purposes should, he suggests, forfeit for a term of years their 
rights to the subsidy and to full pay when out of work. This 
would be very difficult to apply in practice. It can be agreed 
that the strike is a primitive weapon, but it would be preferable 
that it should be abandoned not in the way proposed by Mr. 
Harrod, but because of a growing recognition that the losses 
outweigh the gains and that, used as a last resort, arbitration 
is nowadays able to secure impartial settlement of disputes. 

11. It is very doubtful whether people can retain freedom to 
choose their own occupations and also be safeguarded from the 
risks inherent in this freedom of choice. The main dangers from 
Mr. Harrod’s scheme would be the handicapping of expanding and 
progressive firms and industries for the benefit of declining and 
inefficient ones, and the mal-distribution of labour because 
workpeople in declining industries would have little inducement 
to move. Although intended to retain freedom of choice, it is 
likely that the scheme would require much Government direction 
of labour movement, especially from industries with a consider- 
able surplus of labour. 

J. Henry RICHARDSON 
The University, 
Leeds. 





OBITUARY 


Sirk Husert LLEWELLYN SmiTH (1864-1945) 


Str Husert LLEWELLYN Smita, who died in September last, 
in his eighty-second year, was an outstanding public servant, in 
peace and in war. Entering the Board of Trade as Commissioner 
for Labour in 1893, he was its Permanent Secretary from 1907 
to 1919 and Chief Economic Adviser to H.M. Government from 
1919 to his retirement from the Civil Service, though not from 
work, in 1928. As a supremely constructive person, he was 
fortunate in reaching the most influential position in his career 
in 1907, just when a Government had come to power that wished 
to get new things done. The country was fortunate in having 
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him there when the first of our total wars required so many 
new things to be done which fell in or near the sphere of his 
department. 

I met him for the first time, I think, in 1905, when he came, 
at Canon Barnett’s invitation, to Toynbee Hall to talk for a long 
evening to two or three of us who were beginning to study and try 
to deal with the problem of unemployment, and particularly with 
casual employment in the docks. He was at that time, as for the 
most of the rest of his official life, one of the busiest of civil 
servants. When he had gone, I remember Canon Barnett com- 
menting on the generosity with which Llewellyn Smith had given 
his time and had unrolled his mind just for the benefit of two or 
three. Llewellyn Smith, who had himself been a resident at 
Toynbee Hall, had been through all the excitement of the great 
dock strike in 1889, one of the sources of the new Unionism, and 
with Vaughan Nash was the author of a fascinating but unfor- 
tunately rare history of that great upheaval. 

I saw Llewellyn Smith next when he had become Permanent 
Secretary of the Board of Trade under Mr. Winston Churchill as 
President, and had been commissioned to devise for the Govern- 
ment what they should do for unemployment. The fruits of this 
commission were the Labour Exchanges and unemployment 
insurance. What Llewellyn Smith did there was the most strik- 
ing refutation of the nonsense that is talked so often about the 
lack of initiative of civil servants and the attribution of new ideas 
always to the Minister. Llewellyn Smith, from a study of various 
attempts at unemployment insurance in different countries, 
reasoned himself to the conclusions that voluntary insurance in 
this field was futile, that compulsory insurance covering the 
whole of the population, in absence of adequate machinery and 
knowledge of the varying risks, was impracticable, and that com- 
pulsion to be effective must be applied through the employers; 
from this he came logically to the compulsory scheme limited to 
particular industries which ultimately saw the light as Part II of 
the National Insurance Act of 1911. 

It so happened that in 1910 he was President of the Economic 
Section of the British Association for the Advancement of Science, 
and took the opportunity of delivering at Sheffield an address on 
“‘ Economic Security and Unemployment Insurance ” setting out 
this chain of reasoning, which led to unemployment insurance as 
it first saw the light in Britain and in the world. This address, 
printed in the Economic Journat for December 1910, must 
certainly be one of the most important ever given in that capacity. 
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Not only in broad lines, but in many details his inventive 
genius showed itself. I remember, for instance, his saying to me 
that we could not possibly allow questions to be asked and 
answered in Parliament as to every claim to benefit, but must some- 
how side-track decisions on these claims to a judicial authority. 
Hence came from him the invention of Insurance Officers, Courts 
of Referees and Umpire. He was also a master in the technique 
of legislation, knowing whom to consult and conciliate, how to be 
ready for every problem that might arise. I remember his coming 
back from a week-end at Ashtead with a list of fifty objections 
from every possible angle, sensible or foolish, to the scheme as it 
was being drafted. It was made my task to find answers ready 
for the Minister in the House of Commons. 

Three years after unemployment insurance in 1911 came the 
First World War. The Board of Trade at that time was beyond 
question one of the most important departments of Government, 
covering not only its present sphere, but the work that is now 
spread between four or five departments; railways, shipping, 
labour, food, as well as the Board of Trade. It was Llewellyn 
Smith’s initiative which, just in time for the outbreak of war, got 
through the scheme of war risk insurance which did so much to 
secure in the first days the continuity of sea-traffic. Later-he 
devoted himself to the problem of widening the basis for the supply 
of armaments, first in the Board of Trade and later as General 
Secretary of the Ministry of Munitions under Mr. Lloyd George. 
He was at this time at the top of his powers and his amazing 
industry. There seemed to be no limit to the things he could find 
time to think of. Scarcely was the Ministry of Munitions going, 
when his mind turned over to problems of peace and reconstruc- 
tion; he was one who always saw the next move ahead. One of 
the fruits on this occasion was an Act to extend unemployment 
insurance so as to be ready for post-war slump. This Act had 
the strange history of getting through Parliament in 1916 without 
discussion, and then being defeated by the opposition of employers 
and operatives who were certain there would be no slump. 

The Second Coalition under Mr. Lloyd George as Prime 
‘Minister brought about the break up of the old Board of Trade, 
which, after parting with railways, food, labour and shipping, 
still had plenty to do. With the end of the First World War, 
Llewellyn Smith left his position as Permanent Secretary to the 
shrunken Board of Trade for the newly created post of Chief 
Economic Adviser, on which he did very responsible negotiating 


work on particular problems. 
No. 221.—voL. LVI. L 
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He retired from the Government service in 1928, not to idleness, 
but to return to his interests as an economist in the social condi- 
tion of the people. At the School of Economics we had for some 
time been feeling that the great survey of London made by 
Charles Booth ought to be made again, but we could not see who 
had the time, energy, abilities and prestige to undertake it, till 
the possibility of using Llewellyn Smith for this arose. Here in 
the seven years from 1928 to 1935 he put through another immense 
task which without him could never have been accomplished. 

As men are to be judged in part by how they appreciate 
others, I may conclude by quoting comments which he made to 
me about the two great war leaders—Mr. Lloyd George and Mr. 
Winston Churchill—with each of whom it was his fortune to be 
associated in major tasks. Of Mr. Lloyd George in the troublous 
times of 1916 I remember his saying that Lloyd George had a 
passion to win the war which none of the other members of the 
Cabinet seemed even to understand. Of Mr. Churchill in his 
days as President of the Board of Trade, Llewellyn Smith observed 
to me that the President had a mind about everything and it was 
a mind which commanded attention. In line with this was an- 
other comment: that one of Mr. Churchill’s great qualities was 
“ that he would listen to reason; he didn’t like it at all but if you 
persisted it went home in the end.” Llewellyn Smith would say 
of both these great men that they had from the Civil Servant’s 
point of view the admirable quality of being good Parliamen- 
tarians; they never fumbled their briefs. O si sic omnes. 

There are many other aspects of this many-sided man which 
I can only mention. One was his interest in Industrial Art, 
signalised by his being Chairman of the British Institute of In- 
dustrial Art from 1920 to 1925. This interest led to his giving at 
the School of Economics a course of lectures on the ‘‘ Economics 
of Art Production,” subsequently published in book form, which 
marked a new approach to the subject. Another life-long interest 
was in Boys’ Clubs, and was signalised by his being Chairman of 
the National Association of Boys’ Clubs from 1935 to 1943. 
With all this, he found time in the years which are normally 
years of retirement to produce a fascinating History of East 
London. 

For constructive inventiveness in making new ideas in public 
administration viable, Llewellyn Smith can never have been 
surpassed, and can have had few equals. He would, no doubt, 
have shown this quality in whatever branch of administration he 
found himself. It was a fortunate accident that turned his gifts 
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in a direction in which they were most needed and at the same time 
enriched them. He had planned at one time to enter the Civil 
Service by the ordinary competitive examination at the end of 
his University course, but began instead an alternative career, as 
University Extension Lecturer and in the study of social problems 
in East London. He came in to the Civil Service as a specialist, 
to start the new Labour Department of the Board of Trade, at the 
age of 29. His outstanding services to his time and generation 
are a striking illustration of the undesirability of limiting entrance 
to the public service to the ordinary competitive examination 
suited only to young men fresh from their academies. 
W. H. BrEvERIDGE 
Chathill, 
Northumberland. 





AcHILLE Loria (1857-1943) 


Ir is with the deepest regret that I must record the loss of 
Professor Achille Loria, perhaps the oldest surviving foreign 
correspondent of the Royal Economic Society. When in 1932 
Achille Loria (born in Mantua on March 2, 1857) reached the age 


limits of his teaching career, I undertook, on behalf of his col- 
leagues in Turin University, the task of compiling and offering 
him a ‘‘ Loria—Bibliography.”’ No task was ever so pleasing and, 
at the same time, embarrassing. Loria was a systematic writer, 
whose gargantuan work was, nevertheless, carried on amidst an 
apparently terrific disorder. Books stood upside down on the 
shelves in strange companionships; unbound issues of scientific 
journals were mixed up with daily newspapers; huge piles of 
volumes lay on chairs and the floor: a truly picturesque sight. 
A tall man, eternally young, unchanged at fifty, seventy and 
eighty-five years of age, he had a characteristic prophet-like face, 
reminiscent of the familiar Christ portraits. His pen and his 
words on occasions vigorously abused orthodox academics and 
capitalistic arch-evil-doers ; but his soul was candid and his heart 
was kind, filled with goodwill to friends and foes alike. 

As in many families of Jewish descent (his ancestors came to 
Mantua from Catalonia in the sixteenth century), his family ties 
’ were of the strongest and in his autobiography (Ricordi di uno 
_. Studente settuagenario, Bologna, 1922) he wrote some beautiful 
pages of his old home at Mantua, of the lakes and marshes around 
the dead town, of his mother and wife and sons. In his horae 
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subsecivae he took to poetry; and in the leading monthly Italian 
Journal (Nuova Antologia) we may read an ode Al mito bastone 
(To my Walking Stick) on the twenty-fifth anniversary of its use. 

But Loria was first and foremost an economist. As such he 
was recognised all the world over; and from the year 1896 to 
his death he had the honour of being the Italian Correspondent 
of the Royal Economic Society. 

In Italy the zenith of his scientific and academic influence 
must be put in the decade of the 90’s. There was then no young 
student of economics who did not read eagerly Loria’s great 
work on the Analysis of the Capitalist System (Analisi della 
proprieta capitalistica, 1899). The book was the fourth in suc- 
cession to La rendita fondiaria e la sua elisione naturale (1880), 
in which he strove to analyse the various natural processes by 
which the rent of land is eliminated; La legge di popolazione ed 
il sistema sociale (1882) and La teoria economica della costituzione 
politica (1886), both aiming to describe the economic background 
of political, social, literary, religious ideas and institutions. The 
materialist theory of history was then in great favour. Perhaps 
its most systematic and uncompromising interpreter was Loria. 
He remained always faithful to it. 

The climax of his thought was reached when, mainly through 
indefatigable reading in the British Museum (I never met a man 
who could quote from memory so many forgotten English books, 
tracts and pamphlets of the eighteenth and of the first half of 
the nineteenth centuries), he hit on the fundamental idea which 
pervaded all his subsequent scientific work : the terra libera, the 
free land influence. All his subsequent major works—La costi- 
tuzione economica odierna (1899); La sintesi economica (1909); 
I fondamenti scientifici della riforma economica (1922); La dina- 
mica economica (1935) and La sintesi economica (1934)—were 
embroideries, sometimes surprisingly keen and all-embracing, on 
the same point. Economic history is the result and economic 
theory is the explanation of the relation between population 
and free land. The first stage of economic development, when 
there is unlimited free land at the disposal of man and he is 
working with simple tools, an economic and political society 
cannot subsist without a slave system or serfdom. In a second 
stage, in which free land must be bought with capital, wages 
must be legally or artificially reduced to a level which excludes 
savings, and land prices must be enhanced to preclude workers 
from the purchase of land. Workers are thereby forced to work 
in factories as wage-earners. In a third stage, when there is no 
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more free land, and wages are therefore automatically reduced 
to a minimum, the capitalist profit system requires no forced 
intervention, as in the first stage (that of slavery and serfdom) 
and in the second stage (that of artificial pricing of free land) 
and seems to have reached a stationary stage. All this process 
looks somewhat far-fetched; and sometimes even odd, as when 
Loria, embroidering on the evil effects of the end of free land, 
succeeded in imagining that the working man might reconquer 
freedom in the age of aircraft, when man may sail the air and, 
feeding on birds, be able again to escape the capitalist’s yoke. 

We must not, however, pass judgment on Loria’s theories 
from these extreme manifestations of them. He was gifted with 
great analytical power in interpreting the clash between economic 
and social classes, the frictions between wealth and welfare, 
between general and individual interest. After an epoch in which 
Francesco Ferrara, the leading Italian economist of the nineteenth 
century was dominant in Italy, there was bound to be a reaction. 
Ferrara was, from a political and social point of view, an optimist, 
a free-trader, a believer in the good effects of economic freedom. 
In the seventies a great struggle raged in the Italian economic 
journals between Ferrara, the individualist, and Luzzatti, a be- 
liever in social reforms, on the German, Wagnerian and Bismarck- 
ian, pattern. In the eighties this polemic seemed to fade away. 
Socialism, class struggles and strike epidemics were growing. 
Loria was the theorist. Few socialists understood or read his 
books; but they felt that the academics were no longer exclusively 
on the other side. 

Scholars can forget all this social background and remember 
only Loria’s scientific legacy, which is by no means negligible. 
If someone were to extract from his huge volumes the brilliant 
pages which contain the analysis of the concept of “‘ free land,” 
we should realise that in Loria there are not a few revivals of the 
Ricardian line of reasoning. I remember Loria recalling how, 
when he was in his twenties, he worked hard writing and re- 
writing a paper, first in Adam Smith’s fashion, then in Ricardo’s 
style and afterwards in the manner in which he imagined the 
same subject would have been analysed by J. B. Say, by John 
Stuart Mill, or by Cairnes. There, I think, he stopped; for, if 
he were a great admirer of Alfred Marshall, he did not like his 
exquisite, careful type of analysis, and he hated cordially the 
Austrian psychologists, and the mathematical school, excluding 
Cournot, who, as he used to say, was the only one among mathe- 
maticians who discussed truly economic problems. Walras and 
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Pareto were certainly not among his deities. He stood firm by 
the classics, rejuvenated by Marx. In the classical tradition he 
wrote a truly classical book Studi sul valore della moneta (1890 
and 1901), perhaps the best book that I know on the history of 
British monetary theories of the 1750-1850 period. As happens 
so frequently with authors, this book was passed over lightly by 
Loria in his autobiography; much in the same way as Pareto 
never allowed his Cours to be reprinted, and was more fond of 
his latest work on Sociology. Posterity will probably reverse 
this parental judgment as, I think, economists have already 
reversed it. Though economists may be weary of perusing Loria’s 
mighty treaties on the capitalist system and be content with a 
few of the best analytical pages on the economics of free land 
and with some really wonderful Stelloncini—short half-page stric- 
tures on the fallacious reasonings of his fellow economists, such 
as he published in the Riforma Sociale between 1916 and 1932— 
they will, I feel sure, not be able to forget his Studies on the 
Value of Money. I, for my part, must confess my indebtedness 
to this book whenever a doubt assails me as to the great monetary 
debates of a century ago. 
Luie1 EINavupI 
Rome. 


Summary of Events in Achille Loria’s Life 


Born in Mantua, March 2, 1857; Doctor in Law, Bologna, July 8, 1877; 
studied economics at Pavia, under Professor Cossa, in Berlin, and London, 
1879-1882; Professor of Economics, Siena University, November 1, 1881; at 
Padova, 1891; at Turin, 1902; first manuscript on the Analysis of the Capitalist 
System crowned, 1883, by the Accademia dei Lincei, of which he became Fellow, 
1901; Italian Correspondent of the Royal Economic Society, 1896; Honorary 
Fellow of the American Economic Association, 1926; Senator of the Kingdom 
of Italy, October 6, 1919; married, December 29, 1889, Adelina Artom; 2 sons, 
1 daughter. His death at Luserna San Giovanni, Piedmont, November 6, 1943, 
a few months after the loss of his wife, saved him from the worst persecutions 
of the nazi-fascist regime. 


Bibliography 


I published a complete bibliography of Loria, Bibliografia di Achille Loria, 
in La Riforma Sociale, 1932, forming a supplement of 55 pages. Under 15 
chapters are given the full and complete titles of 884 items. After 1932, Loria 
continued to write; and I have mentioned above his works entitled La sintesi 
economica and La dinamica economica, to which a dozen essays and articles 
must be added. Two manuscripts are unprinted, the first a sequel to the 
Stelloncini and the second to the autobiography, under the guise of an imaginary 
sea voyage, with judgments on men and books. 








BF SPAS Roe - 


4282.2 oF 


1946] CURRENT TOPICS 


CURRENT TOPICS. 


From this issue the Economic JouRNAL will again be appearing 
four times in each year. We hope as quickly as possible to revert 
to our normal pre-war dates of March Ist, June Ist, September 
Ist, and December Ist. But so long as printing difficulties remain 
as they are to-day we ask for the indulgence of members if, from 
time to time, the Economic JOURNAL arrives less punctually 
than they, the editors, or the printers, might wish. It is not 
proposed to revive during the current year publication of Economic 
History. But it is hoped to publish, as during war-time, a selec- 
tion of articles on subjects dealing with economic history from time 
to time in the ordinary issues of the Economic JourRNAL itself. 





WE record with very great regret the death of Sir Charles 
Addis. He was made a member of the Council of the Royal 
Economic Society in 1914 and remained a member until his death. 
We hope to publish an obituary notice in a forthcoming issue. 





Ir will be known to many of the Fellows of the Royal Economic 
Society that the Royal Statistical Society has petitioned the 
Privy Council for permission to amend its Statutes to cover the 
examination of candidates for diplomas or certificates in statistics. 
While there could be no two minds about the importance of 
improving teaching and standards in statistics, there had seemed 
to the Council of the Royal Economic Society some danger that 
such examinations, if they became obligatory qualifications for 
all who were hoping to do work in economic statistics either for 
the Government or industry, might be to the prejudice of large 
numbers of applied economists. The Council therefore asked 
the Privy Council for a thorough examination of the proposal 
before the petition should be granted. There has lately been a 
joint meeting between representatives of the two Councils at 
which it is hoped that a solution acceptable to both Societies has 
been found. 





Tue Secretary of the National Institute of Economic and 
Social Research informs us that the National Institute has awarded 
two of the Senior Research Fellowships which were offered in 
1945 as follows : 

To Mr. E. J. M. Buckatzsch, of Balliol College, Oxford, 
a full-time Senior Research Fellowship for the period of one 
year with tenure from September 1946, for the purpose of 
undertaking research into I[nter-local variations in total 





152 THE ECONOMIC JOURNAL [MARCH 


private incomes between cities and areas of England and Wales 

* 1929-39. 

To Mr. H. G. Schenk of Exeter College, Oxford, a part- 
time Senior Research Fellowship for the period of one year 
with tenure from October 1945 for the purpose of under- 
taking a comparative study of The social revolution and 
European romanticism. 

Two further Fellowships are now offered for award with 
tenure for the academic vear 1946-47. The Fellowships are for 
the purpose of advanced research, primarily in the field of 
economics and social economics, but not excluding other social 
subjects especially those which are closely connected with economic 
problems. Candidates for the Fellowships must be recom- 
mended by professors, directors or heads of university depart- 
ments or research institutions, or heads of colleges in the United 
Kingdom. 

The Fellowships may be full-time or part-time, the normal 
stipend of a full-time Fellow being £600 per annum. The Fellow- 
ships are open to both men and women and there are no nationality 
restrictions, but candidates must be normally resident in the 
United Kingdom. Full information may be obtained from 
The Secretary, The National Institute of Economic and Social 
Research, 53 Romney Street, Westminster, S.W. 1. 





Tue Trustees of the Houblon-Norman Fund invite applica- 
tions for Fellowships and Grants in aid of research into the work- 
ing of financial and business institutions in Great Britain and 
elsewhere and the economic conditions affecting them. Apart 
from exceptional cases, awards will be confined to British-born 
subjects normally resident in the United Kingdom. Fellowships 
will be awarded for one year, renewable for a second year; and 
the amount of all awards will depend upon the circumstances of 
the candidate and the likely expenses of his work. Applications 
should be made not later than the 3lst March, and forms of 
application may be obtained from the Secretary of the Fund 
(H. C. B. Mynors), c/o the Bank of England, London, E.C.2. 





APPLICATIONS are invited by the University of London for 
the Leon Fellowship for Research (preferably in the fields of 
Economics or Education) for the Session 1946-47. The Fellow- 
ship is of the value of £400 a year, and is tenable in the first 
instance for one year. It is not essential that candidates should 
be members of a university. Selected candidates will be required 
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to attend for interview. Further particulars should be obtained 
from the Academic Registrar, University of London, Senate 
House, London, W.C.1, and applications for the Fellowship must 
be received not later than April 1, 1946. 





The following have compounded for life membership of the 
Royal Economic Society :— 


Ahern, J. M. 
Allnutt, G. A. 
Barnes, R. J. 
Batson, L. P. 
Baxter, D. D. 
Bell, H. C. 
Broster, E. J. 
Browne, J. H. 
Challiner, B. 
Chen, Hung 
Cooke, W. A. 
Corbin, F. E. 
Crowther, Miss M. E. 
Eshag, E. 
Falquier, G. A. 
Farmer, A. J. 
Gandhi, V. B. 
Gaumnitz, E. A. 
Glastonbury, O. 
Goode, R. B. 
Greer, J. L. 
Gurevich, Dr. D. 
Hansotia, P. C. 
Harrison, H. 
Hayek, Dr. F. A. 
Hewett, W. M. 


Hicks,’ Earl 
Hopkins, A. H. 
Hoselitz, B. F. 
Jones, A. 
Katzenellenbogen, J. 
Kauffmann, Dr. K. 
Kennewell, H. 
Lavingia, K. L. 
Lee, O. M. 
Lloyd-Allen, A. 
Lucas, W. W. 
McLean, J. McK. 
Markie, F. J. 
Marx, Prof. D. 
Moore, R. D. 
Morgner, A. 
Morrison, G. 
Mukerjea, A. 
Niven, T. M. 
Oram, A. P. 
Pattinson, R. G. 
Porter, R. L. 
Porter, R. S. 
Richmond, H. G. 
Ringrose, H. G. 
Schumacher, E. F. 


Seers, D. 
Sharpe, I. H. 
Sheward, G. E. 
Sidhwa, B. 8S. 
Simmonds, H. B. 
Simpson, G. L. 
Spann, R. N. 
Spencer, O. A. 
Sreshta-Saldanda, A. 
M. A. 
Stek, Dr. H. C. 
Stephenson, J. R. 
Stevens, C. C. 
Stewart, J. C. 
Stewart, Miss R. G. 
Stickler, J. C. 
Vaughu, J. A. 
Vickrey, W. 
Viton, Dr. A. 
Williams, W. I. 
Woolley, W. E. 
Wright, E. K. 
Wu, Yuan-Li 
Wykes, F. V. 


The following have been admitted to membership of the 


Society :— 
Abraham, B. D. 
Adamson, H. 

Allex, V. 

Allison, E. 

Allpress, J. 
Aspinall, R. T. 
Augenthaler, Dr. Z. 


Awolowo, O. 
Bagshaw, Miss J. E. 
Bainbridge, J. W. 
Bainbridge, Mrs. M. 
Bamji, B. P. 
Banerjee, A. 
Banerjee, J. 


Barfoot, A. E. 

Barker, R. O. 

Barry, P. T. 

Baskerville-Cosway, 
L. H. 

Beacham, A. 

Beacham, R. H. 8. 
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Beckenham, G. H. 
Bedi, H. L. 
Beddoes, A. H. 
Bell, J. 
Bennett, R. 
Benton, R. 
Berger-Voesendorf, 
Dr. A. C. 
Bertenshaw, S. W. 
Bessell, J. E. 
Bett, W. R. 
Binns, F. 
Black, I. McE. 
Blake, B. G. 
Blount, C. G. 
Boggia, W. A. 
Borgognon, P. 
Bose, P. K. 
Bosly, J. V. 
Boughton, L. C. 
Bradford, W. C. 


Braithwaite, W. E. 


Brassington, J. A. 
Brierley, H. C. 
Brotherton, H. W. 
Brown, K. W. T. 
Brown, W. D. 
Buckland, E. E. 
Buckley, C. J. 
Burnett, J. M. 
Butterfield, Miss 
A. M. 
Cameron, H. D. 
Campbell, A. D. 
Carter, W. L. 
Carver, B. W. 
Cavanagh, C. 
Chakraborty, N. 
Chatterji, D. N. 
Chaudhry, M. L. 
Cheek, B. M. 
Christensen, A. E. 
Clague, J. 
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Clark, W. G. 
Clarke, W. R. 
Coker, A. 8. 
Cooke, T. H. 
Cottrell, R. B. 
Cowley, L. E. 
Creed, L. E. 

Cro, E. R. 

Croke, L. A. 
Cronin, Rev. J. F. 
Crow, N. 

Daniel, G. H. 
Daniell, R. F. 
Das, N. K. 

Da Silva, E. B. 
D’Souza, A. R. 
D’Souza, J. P. C. 
Davison, J. R. 
Deene, G. 
Dewhurst, J. F. 
Dhairyam, C. A. 
Dhaole, V. G. 
Dhar, H. N. 
Djiladjian, A. 
Dove, T. H. 
Dudman, G. 
Dunnicliff, F. 8. 
Edge, E. O. B. 
Edwards, K. C. 
Efthyvoulou, F. 
Egan, F. 
Ettouney, M. A. 
Evans, W. D. 
Everson, D. G. A. 
Fairchild-Day, P. 
Falquier, G. A. 
Fehmers, Dr. J. M. 
Fell, E. L. 
FitzGibbon, M. 
Fleming, J. M. 
Foster, B. L. A. 
Fuller, H. A. 
Furnell, P. A. T. 
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Furness, W. A. 
Fry, R. W. 
Gamble, W. A. 8S. 
Gardin, J. C. P. 
Gardner, Mrs. C. J. 
Garfield, J. S. 
Genders, J. E. 
Gewuerz, M. 
Gillies, J. F. 
Ginarlis, J. 
Glasgow, C. R. T. 
Goldschmidt, E. P. 
Goold, E. G. 
Gostelow, G. M. 
Greene, J. 
Greenhalgh, R. J. 
Griffin, Dr. J. I. 
Griffiths, J. 

Guha, D. K. 
Guha, R. S. 
Gupta, R. C. 
Haddow, D. F. 
Hague, D. C. 
Haigh, A. R. 
Hamilton, G. S. 
Hammond, A. E. F. 
Hardy, 8S. K. 
Harris, M. 
Hartwell, R. R. M. 
Hatton, J. D. 
Hawley, J. H. J. 
Haworth, W. 
Hayden, W. M. 
Henderson, J. 8S. B. 
Henricksen, H. B. 
Herbert, H. R. 
Herschman, O. 
Heslop, S. 
Hillman, Miss M. F. 
Hills, S. H. 
Hinchey, J. 
Hingston, G. H. 
Hirsch, G. 
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Hogwood, V. W. Leavis, H. 
Holfelder, Miss M. Lecatsas, P. J. 
Holland, Miss M. Lee, L. 8S. 
Hood, Miss M. Letherby, H. L. 
Horsfall, W. T. Leven, S. 
Horsley, G. Levy, L. J. 
Howard, C. H. Lewis, C. 
Howard, N. W. Lewis, W. C. 
Howell, C. E. Lindholm, R. W. 
Hughes, K. D. Longhurst, P. G. 
Hughes, W. P. Loverdos, A. 
Hunn, R. G. Low a chee, C. C. 
Hunter, F. T. Lydall, H. F. 
Hurst, H. Macaskill, J. 
Huxley, W. H. McCullough, F. J. 
Jackson, C. A. McDonough, J. E. 
James, C. B. McFarlane, J. 
Kagan, L. B. McGavin, J. 
Kager, J. Mackie, G. M. 
Kapoor, G. N. MacLean, J. H. 
Kaushik, R. L. McLeod, W. 
Kay, F. McPeters, L. 
Kay, M. H. Maddock, A. R. 
Kellogg, J. P. Maisel, H. 
Kilby, T. N. Maity, P. 
Kinloch, D. I. Mannulal, R. K. 
Knight, A. E. Matthewson, A. B. 
Koelmeyer, R. C.S. Mayhew, R. E. 
Kothari, H. J. Meadows, P. H. 
Kramer, C. Mehta, D. M. 
Krause, W. Mellor, H. W. 
Krishnamachari, T. Merani, Dr. S. T. 
A Metcalfe, R. H. F. 
Kulkarni, S. V. Meyerhof, P. A. W. 
Kunter, H. Middleton, R. C 
Lacey, C. G. Minchin, M. F. 
Lacey, K. Mollett, A. L. 
Lacour-Gayet, J. Morgan, J. M. 
Ladd, R. F. Mugridge, A. L. 
Lamming, G. N. Mulcahy, R. 
Larke, R. S. Mulla, P. N. 
Lavers, J. V. Murray, A. N. 
Lawley, L. C. Naranjit, 8. R. 


Neat, C. P. 
Nicols, A. 
Norris, W. J. C. 
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Bentham’s economic articles for the Royal Economic Society, 
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existence of a copy of Bentham’s fragmentary pamphlet entitled 
Circulating Annuities. The only available copy before the war, 
that in the British Museum, has been destroyed by enemy action. 
He is anxious if possible to print from a copy of the original 
pamphlet rather than from the unsatisfactory text of Bowring. 
Mrs. Stark is at the same time engaged in preparing a critical 
edition of Bentham’s private correspondence, and would be 
grateful for any information regarding the whereabouts of such 
letters. Their address is 5 Allan Park Loan, Edinburgh II. 
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The Review of Economic Studies. 

Vou. XII, No. 31. 1944-45. Some Aspects of the Theory of Future 
Trading : GERDA Buiavu. Labour for the War Industries : the Experience 
of Coventry: A. SHENFIELD and P. SarGant FLORENCE. Regional 
Differences of Productivity in European Agriculture: A. DANIEL. The 
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the Service of ‘eed : R.K.MuxKuersee. Differential Rates of Natural 
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The Quarterly Journal of Economics. 
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The Criterion of Maximum Profits in the Theory of Investment: F. A. 
Lutz. Trade-Union Government: a formal analysis: J. 

Postwar Exchange-Rate Parities : M. E. GARNSEY. 
Fund is not “‘ Illusory”: G. B. Rosryson. 


The Annals of the American Academy of Political and Social Science. 
NovEMBER 1945. Building the Future City. 
JANUARY 1946. Essential Human Rights. 


The Journal of Political Economy. 

DECEMBER 1945. The Theory of Optimum Population for a Closed Economy : 
M. Gorritres. The Physiocrats and Say’s Law of Markets. II: J.J. 
SPENGLER. Schumpeter on Capitalism, Socialism, and Democracy: 
C. O. Harpy. Deficiencies in the Gross-National-Product Concept as @ 
National Measure : J. MAYER. 
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The Review of Economic Statistics. 

NovEMBER 1945. Price Control and Control of Inflation : E. M. H. Luoyp. 
World Prosperity and the British Balance of Payments: R. HinsHaw 
and L. A. Merziter. 1944-1945 Programs for Postwar Social Security 
and Medical Care: E. E. Witte. Postwar National Income : MEssRS. 
MayER, Mouton, JACOBSTEIN and Kimmet; R. S. Tucker; E. E. 
Hacen; and L. H. Bran. ; 

Journal of the American Statistical Association. 

SEPTEMBER 1945. Sequential Method of Sampling for Deciding between 
Two Courses of Action: A. Watp. On Training in Sampling: W. E. 
Deminc. Estimate of Series E Bond Purchases by Farmers: A. 8S. 
TosTLEBE. Component Indexes as a Basis for Stratification in Sampling : 
MarGaret J. Hacoop and Ereanor H. BEeRNERT. Charis should tell 
a Story: J. A. Livineston. Internal Migration and Full Employment 
in the U.S.: A. J. Jarre and 8. L. WotrsBemn. Attrition Life Tables 
for the Single Population: W. H. Grabrit. A Chart of the X* and t 
Distributions : J. F. Crow. 


The American Economic Review. 

SEPTEMBER 1945. The Use of Knowledge in Society: F. A. HayeEx. 
“ Model-Building ” and Fiscal Policy: A.G. Hart. Corporate Retained 
Earnings and Cyclical Fluctuations : 8. P. Doprovotsky. The Federal 
Trade Commission and “‘ Unfair Competition ”’ in Foreign Trade: R. 8S. 
Lanpry. Some Problems in the Development of the Communications 
Industry : CARRIE GLASSER. A Graphical Analysis of Personal Income 
Distribution in the United States : M. J. Bowman. 

Econometrica. 

OcropEeR 1945. Stability of Multiple Markets: The Hicks Conditions : 
L. A. MerzterR. A Theory of General Short-Run Equilibrium: D. M. 
Fort. Multiplier Effects of a Balanced Budget : T. HaavetMo. Measur- 
ing Marginal Utility by Reactions to Risk: W. Vickrey. Liquidity 
Preference of Large Manufacturing Corporations (1921-1939): A. 
KissELGOFF. 

Social Research. 

NovEMBER 1945. The Crisis of German Protestantism: C. MAYER. 
Industrial Relations and the Curriculum: P. Braptgy. Economic 
Possibilities in the Mountain Regions: H. NeEtsser. The Nature of 
Scientific Method: F. Kaurmann. Some Critical Remarks on Man’s 
Science of Man: K. Rrezier. 


The Journal of Economic History. 

NovEMBER 1945. The ‘ Railroad Scheme’ of Massachusetts: E. C. 
KirKLtAND. Early Examples of Marine Insurance : FLORENCE EDLER 
DE Roover. Isaac Bronson: His Banking Theory: A. H. VENtt. 
Historical Explanation of Land Use in New Zealand : A. H. Cuark. 


Journal of Farm Economics. 

NovEMBER 1945. A Price Policy for Agriculture, Consistent with Economic 
Progress, that will promote Adequate and More Stable Income from 
Farming. Award Papers by W. H. Nicuotts, D. Gate JoHNSON and 
F.V. WaucH. Wartime Experience in Production Adjustment Research 
and Future: N. W. Jounson. Mechanization of the Cotton Harvest : 
F. J. Wetcn and D. Gray Mitzy. A Critical Examination of Marketing 
Research: F. L. Tsomsen. Analyzing Labor Requirements for 
California’s Major Seasonal Crop Operations : Marcot W. LENHART. 

Foreign Affairs. 

OctopeR 1945. The United Nations: The General Assembly: J. F. 
Duttes; The Security Council: R. K. Kane. America at War: 
Victory in the Pacific: H. W. Batpwin. Flying Bombs and Rockets : 
This Time and Next: N. Tanoys. The Critic Turns Actor: J. B. 
Reston. The Other China: G. Srem. The New World Court: M. O. 
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Hupson. Imports in the American Economy: P. W. BIDWELL. The 
American System and the World Organization: E. Papmia. Bagehot 
and the Fresh Eye : B. Dexter. Toward Arab Unity: H. A. R. Grp, 
Education for Self-government : MARGERY PERHAM. Russia and China 
in Outer Mongolia : F.S. Mansvetov. A New Constitution for Ceylon: 
A. VANDENBOSCE. 







Review of Social Economy. 
Vou. III, No. 1, 1945. (Papers and Proceedings of the Third Annual 
Meeting of the ‘Catholic Economic Association, Chicago, December 1944.) 


Some Economic Aspects of European Relief and Rehabilitation: Rr, 
Rev. Mser. J. A. Ryan. Economics of the Transition to Peace under 
Military Government: R. J. Sautnrer. The White Paper on Employ. 
ment Policy: A. MacDovucatt. How Many Jobs must we Provide for 
a Balanced Postwar Economy ?: C. J. Courtney. Public Policy and 
Postwar Employment in the United States: H. J. WIRTENBERGER, 
Philosophy Behind New Zealand’s Social Policy: E. G. Buckton. 


. Transactions of the American Philosophical Society. 
Vout. XXXV, Part I. Purveyance for the Royal Household in the Reign 
of Queen Elizabeth : ALLEGRA WOODWORTH. 


The Bureau of Business Research. 


Buiitetin No. ll. The Kentucky State Budget System: J. W. Marti 
and VERA BRISCOE. 

Revue de l'Institut International de Statistique. 

No. 12, Parts 1/4. Colin Clark’s ‘“‘ Economics of 1960” : J. TINBERGEN. 
Die Lebensjahre einer Bevélkerung. Bemerkungen zu Liebmann Hersch’s 
“ Potentiel-vie’’: W. WINKLER. Quelques précisions sur la méthode 
des potentiels-vie et ses notions fondamentales : L. Herscxu. La statistique 
méthodologique italienne de 1939 a 1942: G. Pretra. 

Vout. XXX, Part 1. Bulletin de l'Institut International de Statistique. 
Session de Prague, 1938. 

Revue d’ Economie Politique. 

JANUARY-—FEBRUARY 1945. La théorie de Keynes aprés neuf ans: J. R. 
Hicks. Le probléme monétaire en France depuis la libération: G. 
Prrovu. Note sur la théorie du multiplicateur des effets d’investissement : 
E. GrRARDEAU. 

Marce-DrEcEMBER 1945. Une agence de commerce extérieur sous la 
Convention (d’aprés des documents inédits) : R. Mayer. Le réle économi- 
je des syndicat financiers: J. TCHERNOFF. Réflexions sur V’intérl,, 

"épargne et Vinvestissement. A ow, od la théorie générale de J. M. 
Keynes : P. DERvaux. Remarques sur le principe : “‘ Autant d’équations 
que d’inconnues”’ appliqué aux théories = "Téquilibre économique : P. 
ROcHER. 

Schweizerische Zeitschrift fir Volkswirtschaft und Statistik. 

DECEMBER 1945. Endettements, production, compréhension économétrique : 
A. AmstuTzand A. Bortoz. David Laurie. Ein verschollener Klassiker 
der Vollbeschdftigungstheorie: E. BoOHLER. Ein neues sozi 
Schema (Schluss): A. Grasowsky. Das Problem des Realtransfers bei 
Kapitalexport und Kapitalheimschaffung : J. J. ScHWENTER. 

Moneda y Crédito (Madrid). 

No. 14, SEPTEMBER 1945. La construccién naval espajiola en la postguerra: 
A. Mrranpa. Sociedades anénimas y publicidad: A. G. ORBANEJA. 
Ballesteros, en Hacienda (1823-1832) : R. CaRanDeE. Sobre algunos 
problemas de la ley de Desbloqueos : H. P. Ecuriaz. > bom ea 

en el trienio 1942-1944 : I. C. Garricos. 


Ekonomisk Tidskrift. 


DECEMBER 1945. Changing Outlook and Critical Position of Agriculture: 
J. Froeprs. The Inflation Problem in Finland: K. Waris. Th 
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Railway Freight Structure and the Effect of Competition between Road 
and Ratl Transport : A.SsoznBerG. A Theoretical Study of the Transport 
Problem : N. E, EHRNROOTH. 
Index. 

SUPPLEMENT, SEPTEMBER 1945. The Forest and Forest Industries of 
Norrland : G. LOwWEGREN. 

SUPPLEMENT, DECEMBER 1945. From Bretton Woods to Full Employment : 
D. HAMMARSKJOLD. 

No. 166. DrcemBer 1945. Economic Survey. 15th September—15th 
December. 

SUPPLEMENT. Sweden’s International Credit Accommodation in 1944 and 
1945 : D. HaMMARSKJOLD. 

Skandinaviska Banken Aktiebolag. 

JanuaRy 1946. The Functions of Prices in the Melting-Pot: E. Lunp- 
BERG. Consolidation of Joint Stock Companies: O. Su1zn. P 
for Fruit-Growing in Sweden: F. Niutsson. The Share and Bond 
Markets during the War: The Economic Situation during the Fourth 
Quarter of 1945. 





NEW BOOKS. 


British. 


Aspati (A. H.). Towards Full Employment. London: Simpkin, 
Marshall, Ltd., 1945. 7”. Pp. 71. 2s. 6d. 

[Since Mr. Abbati first wrote The Unclaimed Wealth in 1924, economic thought 
has moved in the direction of the ideas that he was supporting. The broad con- 
clusions of his present pamphlet are closely in accord with current orthodoxy. 
He holds that unemployment is due to a general buying deficiency in relation to 
productive capacity; that the Government should maintain outlay equal to 
productive capacity by suitable variations of taxation and Government expendi- 
ture; that to prevent consequential debits in the foreign balance there must be 
control of imports and exports; that agriculture must be improved and brought 
into better balance with industry.] 

Asrams (M.). The Condition of the British People, 1911-1945. 
London : Victor Gollancz, 1945. 7}”. Pp.119. 6s. 

[To be reviewed.] 


Barna (T.). Profits during and after the War. London: Fabian 
Publications and Victor Gollancz, 1945. 8”. Pp. 25. Ile. 

[An excellent simple statement of the statistical background to the problem 
of the relative shares of wages and profits in the national income. ] 

BayrKov (A.). The Development of the Soviet Economic System. 
Cambridge : University Press, 1946. 84”. Pp. xv x 514. 30s. 

[To be reviewed. ] 

BLacKkER (C. P.). Eugenics in Prospect and Retrospect. London : 
Hamish Hamilton, 1945. 7”. Pp. 33. Is. 6d. 

[The 1945 Galton Lecture.] 


Beatrice Webb, 1858-1943. London: Geoffrey Cumberlege, 1945. 
10’. Pp. 27. 3s. 6d. 
[A ~ om of an obituary notice published in the Proceedings of the British 
cademy. 
CuaRzEs (E.). Freedom from Want. The International Aspect. 
_— : Royal Institute of International Affairs, 1945. 7”. Pp. 59. 
8, 


.[This pamphlet deals with the policies and organisations that will be necessary 
to give practical effect to the agreements reached at Hot Springs, Bretton Woods, 
an phia.] 
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Charles Francis Bastable, 1855-1945. London: Geoffrey Cumber- 
lege, 1945. 10”. Pp. 4. ls. 3d. 

[A reprint of an obituary notice published in the Proceedings of the British 
Academy. ] 

Coomprs (B. L.). Miners Day. Harmondsworth: Penguin 
Books, 1945. 7”. Pp. 128. 9d. 

[A vivid autobiographical account by a working coal-miner of his life, 
conditions and thoughts.] 

Crick (W. F.). Thirty Years of Monetary Change, 1914-19465. 
London : Institute of Bankers, 1945. 8”. Pp. 16. 

[A lecture to the Institute of Bankers. Mr. Crick summarises the trends of 
the thirty years as “a progressively closer integration of public and private 
finance and . . . the subordination of financial to economic policy.”] 

Dososzynsk1(A.). The Economics of Charity. London: Mildner 
& Sons, 1945. 6}”. Pp. 123. 4s. 6d. 

[This is a translation of a book which had a large circulation in Poland just 
before the war. It represents an attempt to write a Catholic economics, built 
on the writings of St. Thomas Aquinas and on the various Encyclicals that have 
dealt with economic problems. But the book includes hard economic thinking in 
economic terms, which leads the author to the general conclusion that economics 
is drifting back from the darkness of the nineteenth century towards Catholic 
tenets. ] 

DonINGTON (HELEN). The Care of Homeless Children. London: 
Fabian Publications and Victor Gollancz, 1945. 8”. Pp. 32. Ils. 

[A study of the various bodies which deal with difficult and delinquent children. 
More coordination in their services, better pay for the men and women workers, 
with greater opportunities for keeping themselves abreast of modern develop- 
ments in the field of child psychology, are among the recommendations made.]} 


FaBian RESEARCH Group. Cotton, a Working Policy. London: 
Fabian Publications and Victor Gollancz, 1945. 8”. Pp. 21. 6d. 

[This is a first-rate short study. The authors accept that the cotton industry 
is not to be nationalised and examine the problem of how it is to be made efficient 
and solvent. They make it clear that not all planning is good planning, and show 
the strongest dislike for methods which would create a permanent monopoly, 
with minimum prices, under which inefficiency could shelter. They believe that, 
even if the manufacturing sides of the industry remain capitalistic, there may 
be proper functions for the State in buying and distributing at reasonable but 
cheap prices. } 


FaRMER (C.). Currency Reform. The Key to Progress. Notting- 
ham: J. & H. Bell, 1945. 84”. Pp. 29. Ils. 

[It is argued that the trade cycle, though not necessarily monetary in origin, 
*‘is induced by factors which prevent a natural equilibration of supply and 
demand, such as would take place under a barter economy.” It is suggested that 
certain currency reforms would remedy this defect.] 

Hosson (Oscar). Future of the City. London: Institute of 
Bankers, 1946. 8°. Pp. 15. 

{A lecture delivered before the Institute of Bankers. Mr. Hobson dealt 
mainly with the repercussions upon other institutions of the nationalisation of 
the Bank of England.] 

Jackson (W. E.). Local Government in England and Wales. 
Harmondsworth : Penguin Books, 1945. 7°. Pp. 218. 9d. 

[This is a popular account by the Assistant Clerk of the L.C.C. of the ——— 
functions, methods, sources of revenue of and controls exercised over 
Authorities. The author ends with a discussion of former and present trends and 
of the problems of staffing that they will involve.] 

LYNDEN (Baron R.A. DE). If Money were Understood. London: 
Hutchinson & Co., 1945. 7°. Pp. 96. 

[The author—a Dutchman—amaintains that “ profit and competition are 
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indispensable co-ordinating stimuli in communities which are dominated by the 
belief i in evolution through material progress and in which the individual counts 
for more than a tool of the State. At the same time the instinct of self-preserva- 
tion drives the individuals, groups of individuals within communities, and 
communities in respect of other communities to hold on to any institution or 
device which may safeguard or improve their respective economic status.” . . . 
“Tt was not laisser-faire but mismanagement of money and credit [that was] . . . 
more responsible than anything else for the chaos in world economy.” The 
author goes on to discuss how a monetary system can be perfected.] 


MaNDELBAUM (K.). The Industrialization of Backward Areas. 
Institute of Statistics, Monograph No. 21. Oxford: Basil Blackwell, 
1945. 9”. Pp. viii x 111. 10s. 6d. 

[To be reviewed.] 


MiTcHELL (JOAN). The British Gas Industry, Present and Future. 
London : Fabian Publications and Victor Gollancz, 1945. 8”. Pp. 32. Is. 

[After a general description of the present scale and organisation of the 
industry, and of its wide disparities of size and efficiency this pamphlet recom- 
mends a Central Gas Board, with Regional Boards under it, to take over and 
operate the industry.] 

MUKERJEE (RADHAKAMAL). The Indian Working Class. Bom- 
bay: Hind Kitabs, 1945. 8}’. Pp. xvii + 336. Rs.12.8. 

[Prof. Mukerjee begins by emphasising the war-time growth of Indian 
industrial production and the consequence with it of a much larger class of skilled 
and semi-skilled industrial workers. At the same time far longer hours, worse 
conditions, and low wages have raised problems of industrial relations which have 
not been solved. Prof. Mukerjee describes methods of labour recruitment, 
labour turn-over, conditions of work, rates of wages in different sections of 
industry, and also such general questions as the average standard of living of 
workers, housing, social welfare, trade unionism and industrial peace. The 
wages, standards and conditions generally will come as a shock to any English 
reader. ] 


Murangan (S. K.). Economics of Post-war India. Bombay : 
Hind Kitabs, 1945. 8”. Pp. 98. Rs.3.8. 

[The need to raise Indian standards of life is made manifest in such books as 
Prof. Mukerjee’s, noted above. The Bombay Plan, a year or two back, repre- 
sented a first outline of such an effort. Dr. Muranjan has written a book which 
reminds readers of the difficulties. Can one provide adequate incentive to save 
on the scale that would be necessary? Is there an adequate supply of competent 
and morally unimpeachable personnel to run it? Can it be financed? The 
last is the most difficult question of all. Dr. Muranjan is sceptical of the possi- 
bilities of considerable forced saving through inflation. He does not warn his 
readers that ‘“‘ hoarded wealth ” in the form of gold or silver does not add to the 
volume of current savings unless it is used to buy assets abroad. He does, how- 
ever, warn them that not all sterling assets will be available, since some reserves 
will be necessary. He would have done well to point out the practical limitations 
from the British end to any attempt to reduce ically over a short period the 
war-time accumulations of sterling. On agriculture he has much that is wise 
to say, and he feels that it has been neglected inthe Plan. The necessary improve- 
ments imply a considerable change in organisation, size of holdings, technical 
methods and the twin problems of irrigation and inland waterways. Against 
this background, the author considers the wider problems of investment markets, 
money and credit systems, interest rates, banking, foreign exchanges and the 
trade balance. ] 


Murray (GitBERT). Third Montague Burton Lecture on Inter- 
national Relations. ‘‘ Victory and After.” Leeds University: The 
Registrar, 1945. 8}”. Pp. 15. 6d. 

(This represents the third Montague Burton Lecture on International 
Relations, delivered at the University of Leeds on June 1, 1945, shortly after the 
surrender of Germany.] 

Palestine Controversy : a symposium. London: Fabian Publica- 
tions and Victor Gollancz, 1945. 8”. Pp.37. 1s. 3d. 

[This pamphlet, after an introduction by H. N, Brailsford, begins with two 
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statements of the irreconcilable claims, first at the World Zionist Conference, 
1945, second of the present Arab attitude. This is followed by a section entitled 
A Possible Way Out by Dr. James Parker, who argues that in view of their 
relative opportunities elsewhere the Jews rather than the Arabs should be given 
preference in Palestine and the chance to create a prosperous Jewish Palestine 
which might enrich not only itself- but also the a Arab territories. 
To this Sir Edward Spears replies; Captain David Hopkinson puts forward a 
different view; Prof. Magnes argues the case for Jewish and Arab co-operation.] 


Parkes (J.). An Enemy of the People: Anti-semitism. Har- 
mondsworth : Penguin Books, 1945. 7”. Pp. 150. 9d. 


[Mr. Parkes argues that anti-semitism is really a rallying point of all 
reactionaries—of those that hate “‘ liberalism,”’ ‘‘ industrialism,”’ ‘“‘ secularism ’’— 
“they found by experience that there was no better way of persuading the 
electors to dislike these things also than to label them ‘ Jewish ’.’’] 


Poots (H. E.). Going Well. Cambridge: Eastern District of the 
Workers’ Educational Association, 1945. 8”. Pp. 62. ls. 
[This is a record of the W. E. A. in the Eastern District, from 1938 to 1944.] 


ScHWARZENBERGER (G.). International Law. Vol. I. Inter. 
national Law as applied by International Courts and Tribunals. 
London: Stevens & Sons, 1945. 93”. Pp. xliv + 645. £3. 

[This is the first of three volumes (the two volumes still in preparation will 
deal respectively with British State practice, and the decisions of courts of Great 
Britain and the British Empire). Whereas most text-books on international law 
use court decisions and State practice merely to illustrate general principles, 
the author of this new treatise is attempting “‘ to build up a system of international 
law in a way which is familiar to Anglo-Saxon lawyers from their own national 
—— of law, i.e. by the use of the inductive method.” The present volume is, 

erefore, an exposition of international law, broken down under orthodox 
headings, but derived almost entirely from the pronouncements of international 
courts and tribunals, particular attention being given to the judgments of the 
Permanent Court of International Justice. The text is copiously interlarded 
with citations from judgments and awards, but it is not a case-book (although 
a very few selected cases and documents are printed in appendices). It is a 
little difficult to see what kind of reader the author has particularly in mind. 
Practitioners and advanced students who have been trained in the common 
law will be shy of the many extracts from judgments that too often are not 
accompanied by any exposition of the facts of the case. On the other hand, if 
the book is intended for undergraduates it is not without its dangers. The 
case-method of teaching is, of course, a familiar one and has been used with 
success, especially in American universities. But the essence of the method is 
to compel students to go directly to the reports for their law; to present them 
with ready-made “inductions” illustrated by gobbets from judgments is to 
deprive the method of the stern discipline which is its chief virtue. However, 
there is no doubt that, properly used as a guide to the reports, this volume will be 
. na addition to the shelves of any international lawyer who can afford to 

uy it. 

Sremopt (J.). Small and Big Business. Economic Problems of 
the Size of Firms. Institute of Statistics, Monograph No.1. Oxford: 
Basil Blackwell, 1945. 9’. Pp. v x 66. 7s. 6d. 

[To be reviewed. ] 


Strategic Colonies and Their Future. London: Fabian Publica- 
tions and Victor Gollancz, 1945. 84”. Pp. 36. Ils. 6d. 

[This phlet deals with the special problems of Hong Kong, Gibraltar, 
Malta col rus. } . ¥ 4 7 

West (R.). Psychology and World Order. Harmondsworth: 
Penguin Books, 1945. 7”. Pp. 125. 9d. 

[The book starts with an analysis from the psychological standpoint of the 
et of groups and nations and of the processes of achieving order through law. 
t on to discuss international psychology, perversions of national ideologies, 
and ends with hopes for the future; the author is not without hope that, if 
people can be brought to write internationally, we may evolve a system of 
government that can keep the peace.] 
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WoorrTon (BARBARA). Freedom under Planning. London: Allen 
& Unwin, 1945. 74”. Pp. 163. 6s. 
[To be reviewed. ] 


American. 


THE AMERICAN JEWISH COMMITTEE. The American Jewish Year , 
Book. Volume 47. Philadelphia: The Jewish Publication Society 
of America, 1945. 7”. Pp. xxx + 760. 


[A review of the year 194445, as it affects Jews all over the world. It includes 
articles on immigration, refugee aid, relief and rehabilitation and similar problems.] 


BALLAINE (W. C.). The Problem of Stable Exchange Rates. 
Eugene, Oregon: Bureau of Business Research, School of Business 
Administration, University of Oregon, 1945. 9”. Pp. 54. 50 cents. 

[This is a statement, in extremely elementary terms, on the problems of 
exchanges. But the author does not succeed in explaining convincingly why, 
believing in free markets for goods, he does not believe in a free and continuously 
adjustable market for foreign currencies. Granted it is convenient to be able to 
foresee the course of exchange rates, but methods of providing security against 
the effects of fluctuations existed in such organisations as the cotton futures 
market. And it is at least arguable that flights from currencies are stimulated by 
divergences between the administered rate and the rate that would currently be 
determined by the market. Such statements as “the argument in favour of 
eurrency stability is that over a long period of time it will lead to higher living 
standards all over the world ’’ need a more solid foundation of proof than the 
author provides. ] 


BLOOMFIELD (A. I1.). The British Balance-of-Payments Problem. 
Princeton, New Jersey : International Finance Section, Department of 
Economics and Social Institutions, Princeton University, 1945. 9”. 
Pp. 28. 


[This short statement of the British position was prepared some little time 
back, but only published when the recent discussions again brought these problems 
into the lime-light. It adds little to our statistical knowledge—the more so since 
the publication of some of the statistical material presented by Lord Keynes in 
Washi m. But its temperate, realistic and constructive treatment of the 
problem is of great value. Perhaps to an English reader the most interesting 
sections are those at the end in which the author emphasises the long-term 
difficulties of Britain, and the need for drastic revision of our ideas of industrial 
efficiency if we are to win through.] 


FaBRicanT (S.). Labor Savings in American Industry, 1899- 
1989. New York: National Bureau of Economic Research, 1945. 
9”. Pp. 51. 50 cents. 

[The average reduction, 1899-1939, in workers per unit of product, over the 
whole field of extraction, fabrication, power production, transportation and 
communication has been 58%, or allowing for reduction of hours 65%. And 

figures underestimate in not allowing for improvements of quality or of the 
economies with which the fuel vow totem | can now be used. r. Fabricant’s 
r shows the great variations in improvement in different industries and over 
erent periods. ] 
GRINSTEIN (H. B.). The Rise of the Jewish Community of New 
York, 1654-1860. Philadelphia: The Jewish Publication Society 
of America, 1945. 8}”. Pp. xii + 645. $3.00. 

[An account of the growth of the Jewish community in New York in all its 
aspects—the synagogues, the religious practices, the social welfare, the social 
life, the culture, Americanisation, education of the group.] 

Hatm (G. N.). International Monetary Cooperation. Chapel 
Hill: University of North Carolina Press (Oxford University Press), 
1945. 9”. Pp. vi + 355. 24s. 

[To be reviewed.] 


Mayo (E.). The Social Problems of an Industrial Civilization. 
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Harvard University: Division of Research, Graduate School of 
Business Administration, 1945. 8”. Pp. xvii-+ 150. $2.50. 

[To be reviewed. ] ; 

Merina (0. von). The Shifting and Incidence of Taxation. 
Philadelphia: Blakiston Company, 1942. 8}”. Pp. xiii + 262. 
$3.25. 

[A treatise on principles of tax shifting, largely built on the author’s earlier 
work “ Steueriiberwalzung,” published in 1928 in Jena. Mr. Mering attempts 
to give a systematic discussion of tax shifting in the light of recent theoretical 


development. This, however, takes the form of —— into a system the 
views of different authors, as well as his own, rather than of developing a general 


theory of tax shifting and trying to apply this to different cases. In his view 
‘“‘ whether and to what extent taxes may be shifted depends on the degree to 
which supply and demand may be restricted with advantage *’ (the author's 
italics, a somewhat obscure concept), but he adds that this proposition is submitted 
by him “ rather as a concession to the desire for a general rule than from the 
conviction that it will do more than circumscribe the process in a very general 
. The most valuable part of the book is Chapters II-VITI in which, starting 
with t 


e simple exchange (one buyer, one seller, one indivisible good) the author 
discusses a great many special cases of tax shifting under pure monopoly, pure 
competition and—to lesser extent—monopolistic competition. This > Of the 
book is packed with innumerable interesting charts, especially useful for the 
student. The second part of the book deals with the shifting of particular 
taxes. This part is necessarily lesscomprehensive. It suffers also from difficulties 
due to the narrow definition of tax shifting. In the author’s view the subject 
matter of the theory of tax shifting are ‘‘ the economic effects which follow from 
the moment of the impact of the tax until the ultimate incidence of that tax.” 
He is aware of the “‘ further effects *’ which may follow in time and of the difficulty 
of demarcation, and he deals with the general repercussions of taxation. The 
shortcomings of any demarcation are most obvious in such cases as general income 
tax; especially as in this case the tools develo by the author in Part I of the 
book prove to be not very helpful for an adequate discussion of the subject. 
This is more a book for the student of the principles of public finance than a 
study for the administrator or politician formulating tax policies.] 


Metz (H. W.). Labor Policy of the Federal Government. Wash- 

— D.C.: Brookings Institution, 1945. 9°. Pp. ix + 284 
2.50. 

[To be reviewed.] 

Watiace (Henry A.). Sixty Million Jobs. New York: Simon 
and Schuster, 1945. 11°. Pp. 83. Cloth $2.00. Paper $1.00. 

[Reviewed in this issue.] 

French. 


Auttais (M.). Economie Pure et Rendement Social. Paris: 
Librairie du Recueil Sirey, 1945. 9°. Pp. 72. 

[Prof. Allais has succeeded in writing a competent and interesting monograph 
on the maximisation of the social net product, which deserves the attention of 
scholars. It is, perhaps, a little surprising that although he shows a familiarity with 
much of the recent English wollen eo Ge subject, both as represented by Profs. 
Hayek and Mises and by such writers as Dickinson, Dobb and Durbin, he makes 
little or no reference to the work of Prof. Pigou and shows no knowledge of the 
article on this subject by Mr. Kahn in the Economic Journat. His general 
conclusions are that the ideal distribution of resources are achieved by perfect 
competition of autonomous units in a perfect market. He is not, perhaps, 
sufficiently concerned either with problems of increasing returns or with those 
involved in marginal distribution of income.] 

Echanges Internationaux. Paris: Centre des Jeunes Patrons, 


1945. 8”. Pp. 44. Ff. 
[This “‘ Document ” includes two studies: the first, by Maurice Voreux, is 8 
examination of the réle of the State and the market in foreign exchanges; 
the second, by Francois Perroux, is an examination of France’s post-war 
of payment problems. } 
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GUIGNABAUDET (P.) La Monnaie rationnelle. Paris: Librairie 
Plon, 1944. 9". Pp. 585. 

[This is the first half of a large study. The present volume deals with 
internal monetary problems. ] 

JACQUIER-BRUERE. Demain la Paix. Esquisse d’un ordre inter- 
national. Paris: Librairie Plon, 1945. 7}”. Pp. 178. ’ 

[“‘ Aucune politique de redressement national ne peut plus étre imaginée en 
dehors d’un cadre international. . . . Il est encore permis 4 un pays de se perdre 
par les propres fautes. Il ne peut plus se sauver par ses seuls mérites.”’] 

Lacour-Gayet (J.). Platon et VEconomie Dirigée. Paris: 
L’Imprimerie Union, 1945. 9”. Pp. 42. 

[The author points to the interesting analogies between the economic system 
conceived by Plato and the methods employed in Germany and improved on 
in France in 1940.] 

. Pzrrovux (F.). Les Accords de Bretton Woods. Paris: Editions 
Domat-Montchrestien, 1945. 7”. Pp.71. 40f. 

(“ Bretton Woods est un accord minimum sur une technique monétaire et 
financiére. Aussi—et surtout ?—le signe des progrés d’une conception déter- 
minée de la vie internationale.”’] 


Dutch. 


Stcxesz (W. C.). New World Economy. Vol. I, Parts I and II. 
Amsterdam : Holdert & Co., 1945. 94”. Pp. 266. 

[The author believes that a new world economy should be erected on 
three basic foundations: adequacy of purchasing power; rising turn-over; 
multiplicity of the money circulation.] 


Spanish. 


Ecuinaz (H. P.). Una nueva relacién funcional. El multi- 
plicador de expansién. Madrid, 1945. 93”. Pp. 12. 

[The author (who is General Secretary of the Board of National Economy of 
Spain) argues that, though in theory an increase of investment and activity can 
take place without increase of money and credit, in practice it is the expansion of 
credit and the increase of the monetary circulation that usually stimulates 
industrial activity. He sets out to ask what initial stimulus results in what rise 
of the real national income—this concept is different from those advanced b 
Lord Keynes and Mr. Kahn. His paper gives the results of applying his ww te 
to Germany and the U.S.A. The multiplier of expansion varies so enormously 
from year to year that it would hardly be possible to use it ex-anée as a basis of 
forecasting, and the author would not seem to claim that possibility.] 


Swiss. 


BacuMAanNn (H.). Die Konventionen von Bretton Woods. St. 
Gallen: Verlag der Fehr’schen Buchhandlung, 1945. 84”. Pp. 140. 

[This book provides a German text of the Bretton Woods agreements and an 
introductory study which considers the pro sals both in general terms and as 
they affect small nations, and particularly Switzerland.] 

Die Schweiz als Kleinstaat in der Weltwirtschaft. St. Gallen : 
Verlag der Fehr’schen Buchhandlung, 1945. 8’. Pp. xvi + 362. 
15 Sf. 

[To be reviewed. ] 


Official. 


BRITISH. 
Careers for Men and Women Series, No. 42. University Graduates 
—s summary of possible openings. London: Ministry of Labour and 
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National Service (Obtainable from H.M. Stationery Office), 1945. 98”, 
Pp. 60. 


[This pamphlet sets out to give short summaries of possible openings in 
different careers, some included in other pamphlets in the Series, others exclusively 
dealt with in this. Among the latter are economics and statistics. The section 
on economics is rather disappointing. . There would seem to be a confusion 
between the appropriate training for a professional economist and an examination 
of the professions for which economics is an sapeeiete training. The employ. 
ment of university trained economists on work for which a degree in economics is 
@ necessary training is very much wider than is implied by “‘ academic traini 
and research, both of which have been largely centred on the universities. 
Indeed the final section on ‘‘ Opportunities for Employment ”’ belies that state. 
ment. The Section that deals with statistics is on the whole much better done, 
though some will question the statement that “‘ while an aptitude for mathe. 
matics is a definite asset, it must not be forgotten that the statistician is concerned 
with the analysis and interpretation of the available facts for which good ju 
and a wide knowledge of the field are necessary.”” An aptitude (as distinct from 
the highest possible skill) is surely a sine qua non, and the necessary powers of 
analysis should in most cases be developed by the appropriate professional 
training in the basic subject.] 

The Impact of the War on Civilian Consumption in the United 
Kingdom, the United States and Canada. London: H. M. Stationery 
Office, 1945. 9%”. Pp. 163. 2s. 6d. 

[To be reviewed. ] 


AMERICAN. 

Investment per Job. The Case of Gastonia, North Carolina. 
Washington D.C.: Chamber of Commerce of the U.S.A., 1945. 9”. 
Pp. 16. 5 cents. 


[This investigation shows, for a typical small U.S. town, the cost in investment 
for each worker to find employment in the various industries and services of the 
town. The average for the town was about $7,000.] 


Swiss. 

Bank for International Settlements. Fifteenth Annual Report, 
Ist April 1944—31st March 1945. Basle, 1945. 114”. Pp. 158. 

[To be reviewed.] 


LEAGUE OF NATIONS. 


Commercial Policy in the Post-war World. Geneva: League of 
Nations (London: Allen & Unwin), 1945. 9”. Pp. 124. 5s. 
[To be reviewed. ] 


Report on the Work of the League during the War. Geneva: 
League of Nations (London: Allen & Unwin), 1945. 94”. Pp. 167. 
2s. 

[When the progress of the War in 1940 made it clear that the normal activities 
of the League could not be continued, it was decided to concentrate on main- 
taining the Economic Intelligence Service, studying the experiences over twenty 
years of the Economic and Financial Organisation, and keeping intact the 
Organisation itself and the Committee System. This volume gives a record of 
the work that proved possible. Both in the field of preparatory thinking for 
a and in social progress it has been far greater than could have 

oped. 


World Economic Survey, 1942-44. Geneva: League of Nations 
(London: Allen & Unwin), 1945. 9”. Pp. 292. 10s. 
[To be reviewed.] 
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